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What Washington Will Do 


A BANKER SUMS UP THE SITUATION 
By GEORGE S. ECCLES, President, First Security Bank of Utah, National Association 
Before the Rotary Club of Logan, Utah, December 16, 1937 


REVIEW of the state of business could be elabo- 
rated on a great deal. Statistics and facts are avail- 
able in a great many places. A resume here would 

only tend to emphasize the condition which we know al- 
ready exists, that of a rather major recession, with its re- 
sultant decline in productive activity, industrial expansion, 
and the drying up of the capital market. This we may say is 
the first major recession since the beginning of the recovery 
period, from the low point in the last depression at the end 
of 1932. 

Within a short period business sentiment has changed trom 
confidence to caution and uncertainty. The market in both 
securities and commodities has passed from boom to de- 
pression. P 

We are interested in considering the facts that have caused 
this recession and which must be carefully analyzed in con- 
sidering what the future course of business and industry may 
be. In order to get a satisfactory picture of the entire situa- 
tion, I think it is very important that we analyze the major 
factors which resulted in the recovery that we have had since 
the low of the depression. I feel sure it can safely be said 
that the greatest influence was governmental. At this time 
it is felt that the greatest influence deterring our recovery 
is also governmental. However, governmental action, through 
tremendous expenditures, referred to most frequently as the 
“Pump Priming Process,” carried on through the various 
yovernmental agencies, brought us where we were before the 
recession set in. 

Before going into the discussion of actual conditions as 
they transpired during the depression years, I would like 
to discuss briefly the theory of our monetary system, and its 
influence and effect upon our economic structure, or what we 
may term as our business and industrial activity. 

I will not attempt to solve, or explain in detail, the mone- 
tary theory and price structure, as I have been told this has 
caused more people to lose their sense of balance than any 
other one thing. However, in order to clearly understand 
the effects of government activity during the past several 
vears, and its present effect, we must at least keep in mind 


the fundamental theory of money, which is outlined by our 
economic instructors, in the “Quantity Theory of Money.” 
By this I mean the following equation—quantity, or volume 
of money, times its velocity, equals price level and business 
activity. That sounds rather theoretical, but if we analyze 
it for a moment we can see how fundamental it is, and the 
effect Governmental action has on the results. 

In considering money we must keep in mind the fact that 
the major part of money, as a purchasing media in our pres- 
ent economic system, is not silver or gold coin, or bank cur- 
rency, but it is merely what we term check book currency, 
represented by bank demand deposits. In other words a de- 
mand deposit in a bank is used by an individual through the 
means of a check book for the same purpose, and results in the 
same thing, so far as the business transaction is concerned, as a 
twenty-dollar bill or a stack of silver dollars. Therefore in 
considering the volume of money you can readily see how the 
increase or decrease in bank deposits will effect the amount 
of money available to be used in the trade channels. 

This volume of money may be put to work by means of 
velocity, or by means of being spent rapidly, or it may lie 
dormant and thus not enter the trade channels. However, 
if it attains a rapid velocity, it has the same effect as an in- 
crease in volume. So you can see again the amount of money 
or volume, times velocity, equals business activity. There- 
fore any influence that increases the amount of money and 
increases its velocity, has a tendency to increase business ac- 
tivity, and price level. Conversely any influence that de- 
creases either volume of money or its velocity, tends to result 
in a decreased price level and business activity. 

Keep in mind when a loan is made by a bank to an in- 
dividual, corporation or the government, a deposit is created 
for the same amount, representing money, and adds to the 
volume of money, and conversely when the loan is liquidated 
this volume of money is reduced accordingly. When deposits 
are withdrawn for the purpose of hoarding money, such as 
was the case in 1932 and 1933, due to fear, the volume of 
money was decreased. When the government spends more 
than its income, it necessarily must borrow. This borrowing, 
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when it comes from the banks, through the purchase by them 
of government securities, results in an increased deposit vol- 
ume, and the use of this deposit by the government results 
in velocity. Again consider the Quantity Theory Equation 
and review in your mind the past few years of the depression 
period, and see the effect of government influence and gov- 
ernment activity on both volume of money and its velocity, 
with the resultant effect on price level and industrial activity. 
You can readily see that we must analyze the influence future 
government policies will have on any estimate we make of 
business activity and business recovery. 

A review then of the actions of the government since the 
low point of the depression will readily show how additional 
money was added to the equation, and how the velocity of 
the existing money was accelerated. 

Government funds reached the trade channels through: 

R.F.C. loans to insurance companies, banks, railroads, in- 
dustries, etc. 

H.O.L.C. refinancing of defaulted mortgages of nearly 
three billion dollars. This action resulting in the liquidation 
of frozen assets in the hands of banks, closed banks and in- 
dividuals—making these funds available for trade and com- 
merce, also the payment of a large percentage of defaulted 
taxes on these properties, thus aiding municipal credit and 
making them potential customers. 

The activity of the crop loan, seed loan, P.C.A. com- 
modity credit corporation, bank for cooperatives, Federal 
land bank, farm commissioners’ loans, etc. Benefit payments 
to agriculture of several billion dollars. ‘These have all made 
possible expanded purchasing power by the releasing of ex- 
isting frozen purchasing power in agriculture. 

F.H.A. Title II financing, insuring banks and loaning 
institutions on low interest, long term, high loan percentage 
mortgages, has made ample cheap funds available to promote 
house construction. The activity of the Federal home loan 
banksin making funds available at low interest to building 
and loan companies for mortgage loan purposes, thus added 
millions more to the funds available for financing home con- 
struction. 

The tremendous P.W.A.—P.W.A. and relief expenditures 
for unemployment and make works programs. All these 
funds went into the trade channels, either for consumers 
goods or capital goods. Of course, the amounts spent and ad- 
vanced by the government in excess of receipts meant the 
creation of new purchasing power, through the increase in 
deposit volume or money available to go into the trade chan- 
nels. The extent of this action may be measured by the 
budget deficit that we hear so much about and resulted in 
the increase in government debt from twenty-one billion 
eight hundred eighty-four million in 1933, to thirty-seven 
billion seven hundred ten million in 1937, an increase of 
nearly sixteen billion. This was spread over the period show- 
ing an increase of four billion nine hundred thirty million 
to June, 1934—four billion three hundred seventy-one mil- 
lion to June, 1935—four billion six hundred eighty-six 
million to June, 1936—one billion eight hundred ninety- 
eight million to June, 1937. 

The increase in gold due to influx of foreign capital and 
the purchase of newly mined gold by the government was 
from four billion in January, 1934, to twelve billion six 
hundred million in September, 1937. This added to the de- 
posit structure of our banks, and resulted in tremendous 
excess reserves of over two billion nine hundred million in 
1936, thus making a credit base for a tremendous boom and 
resultant inflation in price level of securities and commodi- 
ties, due to the fact that a tremendous increase in deposit 
volume was available. But the Federal Reserve and Treas- 
ury in their later actions, put the brakes on, effecting both 





volume of money available and its velocity. The Federal 
Reserve increased reserve requirements to banks 100 per 
cent—from August, 1936 to May, 1937, thus freezing, or 
taking out of the deposit volume available for trade, two 
billions of excess reserve, and the Treasury sterilized one 
billion three hundred million gold, thus keeping it out of 
the credit structure. 

An inflationary condition was in the making and a busi- 
ness boom was being experienced, even in the face of lack of 
confidence and adverse criticism on the part of business di- 
rected at the administration, because of so-called unwarranted 
governmental control and restrictions, adverse legislation 
affecting public utilities, a tax program which tended to affect 
business, both financially and psychologically. However, de- 
spite this condition, which tended to retard the velocity ot 
the money that had become available, there was a sufficient 
inflationary psychology to result in forward buying on the 
part of the consumer, middleman and industry, to beat the 
price rise caused by the inflationary action. As a result in- 
ventories were increased and a program of expansion to fill 
these accumulated demands, and to fill the deferred demand 
resulting from the depression years went forward. 

Rising activity and increased price levels always bring 
labor agitation and demand for increased wages. This re- 
sulted in increased costs, which were passed on to the con- 
sumer where possible, in the form of increased prices. In- 
creased costs and prices make it necessary to have more 
consumer purchasing power, or money volume, to create the 
same unit volume of business. 

The years 1935 and 1936 showed rapid expansion, culmi- 
nating in a heavy volume of advanced buying and a tremend- 
ous increase in security and commodity prices. 

The Federal Reserve Bank index shows that all commodity 
prices increased from a composite figure of 64.8 at the low 
point of the depression to a high in April of this year of 88. 
It is now approximately 83.2 (November 13th). These 
figures consider a base of 100 for the year 1926. 

Farm products price index increased from the depression 
low of 48.2 in 1932, to 94.1 in March of this year. It is 
now approximately 77.8 (November 13th). 

Industrial production increased from the depression low 
in 1932 of 64 to a high in May of this year of 122. At the 
present time it is 95. This 20 per cent decline in three 
months has caused a tremendous decline in purchasing power 
due to increase in unemployment. 

Construction contract awards, including residential and 
all others, increased from the depression low of 25 in 1932 
to 75 in July of this year, and 57 in September, the last 
figure available. 

Factory employment increased from the depression low of 
66 in 1932 to 102 in May of this year, and remained at this 
figure in September, the last available figure. The National 
Industrial Conference Board indicated 4.3 per cent decline 
in employment in October. However, the decline has been 
very rapid since that time. The exact figures are not avail- 
able, and it is estimated by the National Industrial Board 
that there are 6,355,000 unemployed. 

New York Times monthly price index shows average range 
fifty stocks: 


January, 1932 Low 33.98 
November, 1936 High 144.44 
November, 1937 Low 82.07 
It has now recovered to 93 


However, the decline since the peak in March of this year is 
about 40 per cent, resulting in a loss in paper values of ap- 
proximately twenty-five billion dollars. In 1929 the decline 
for the three months’ period was only 15 per cent, starting 
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frou a much higher point, from which the present decline 
started. 

it will be noted from the foregoing figures that we have 
come a long way from the low point ot the depression. How- 
ever, the recession has resulted in a very sharp decline, which 
ot course, is cumulative and unless checked will gain by its 
own momentum, ending in a depression cycle. The depres- 
sion psychology results in fear, and fear results in decrease 
in velocity otf money, due to the fact that those who may 
still have money, curtail expenditures, because they fear they 
iuay not have continued employment, or because of the feeling 
a depression will cause a decline in prices and purchases may 
be made more advantageously at a later date. You can see 
how this fits into the Monetary Theory and results in the 
decline in prices and business activity. 

| pointed out earlier that curtailed government spending 
at this time has had an influence on the status of business 
activity. Some of the other factors may be enumerated: 

‘There was a tremendous disparity between income of or- 
ganized labor, as against unorganized labor and agriculture. 
The increase in the wage scale of organized labor resulted in 
increased costs and the fact that increased income was not 
realized by unorganized labor, and agriculture, they were 
unable to purchase commodities at the increased prices caused 
by increased organized labor wage scales. 

Decline in purchases by the railroads for modernization 
and up-keep resulted, due to raw material prices having gone 
up approximately 40 per cent. Operating costs and wages 
increased 18 per cent and taxes 25 per cent, without resultant 
increase in rates. The expense to the railroads, due to wage 
advances and operating costs amount to one hundred twenty- 
tive million. If the recent increase in freight rates granted 
by the Inter-State Commerce Commission had been in effect 
during 1937, it would have increased the railroads’ income 
only fifty million. The plain fact is the railroads of the 
country are now facing a very serious period in their history 
and a tremendous readjustment must be made before railroad 
purchases can have very much effect on business activity. 

Housing and construction fell off due to increased costs 
without accompanying increased rentals. 

Necessary public utility expansion and modernization did 
not develop, due to government competition and restriction, 
and fear of the administration’s policy. 

Business fears developed due to acts and policies of the 
Kederal Government and of labor leaders, with administra- 
tion support. 

Worid conditions were unfavorable due to war fear and 
economic and political troubles in most of the foreign coun- 
tries. 

The decrease of over two and a half billion during the 
past year in government expenditures, which was much more 
rapid than private capital could offset, even had a better state 
of business psychology existed. 

Statements by the President and other administrative off- 
cials that prices were too high, added to psychological defla- 
tionary influences. 

All of the foregoing resulted in lack of business confidence, 
as well as a curtailment all along the line. Capital and in- 
dustry adopted a watchful waiting policy. Middlemen and 
merchants adopted a hand to mouth buying policy. There 
was a general change-over from an inflationary to a defla- 
tionary price psychology. 

The reaction of businessmen to all of this is to shorten in- 
ventories and get into a more liquid position. This is a pru- 
dent policy. The abstention from buying has a tendency to 
result in the correction of the inventory situation, which we 
note is being done very rapidly. A close study of some twenty 
corporations, shows their inventory position far better than 





it was a year ago. This is a good sign. In fact already there 
have been slight up-turns, in some lines. However, more 
than a mere correction in the inventory situation is necessary 
to effect a recovery at this time. It is felt, the recession is 
chiefly the result of over-stocking and more rapid price in- 
creases than consumers purchasing power warrants. Most 
economists feel that the present recession is not due to mone- 
tary factors. 

The conditions that existed at the beginning of the major 
depression in 1929 are not with us today. Most of the eco- 
nomic factors are favorable at this time because: 


There is almost inexhaustible bank credit at low rates. 

A great deflation in capital goods. 

‘Today we do not have a great private debt structure 
to liquidate. In 1929 there was eight billion dollars in 
call loans in the New York market, being used for the 
purpose of carrying securities. Today there is less than 
eight hundred million. There was ten billion dollars of 
real estate mortgage bonds outstanding that had been 
issued on inflated real estate values. It was necessary for 
these to be depreciated to sound values. Banks, insur- 
ance companies and investors held tremendous invest- 
ments in foreign bonds and ‘secondary bonds, which have 
been largely eliminated, and the depreciation had been 
absorbed. 

Farm mortgage structure was inflated. This has 
been largely refinanced on deflated values and over a 
long period of years, so it can be carried without too 
much burden. 

There is no over-expansion in capital investment. 

There is a tremendous need for housing construction, 
public utility development and improvements, railroad 
modernization and equipment purchases. 


The need is to get private investment funds flowing, so as 
to restore corporate financing for expanding enterprises, in 
order to fill the gap caused by government curtailed spend- 
ing. We must have the flow of capital into productive use 
to sustain business. 

Studies indicate normally one-half of American business 
is in the capital goods industries. These depend on savings 
and investment. There is some argument that the Corpora- 
tion Undistributed Profits Tax, which makes it necessary for 
corporations to pay out their earnings, instead of reinvesting 
them in plant expansion, has been a deterring influence to the 
capital goods industry. It has made it necessary to have 
private capital to fill this gap. 

The capital goods industries have come out of the depres- 
sion much less rapidly, and not nearly so far as the consumers 
goods industries. Capital goods industries are greatly influ- 
enced by government policies, because expansion policy is 
necessary for them and is only possible if there is an ample 
flow of capital into industry. This in turn requires con- 
fidence, not only in the present, but in the future. 

If we agree that recovery from this recession depends 
largely upon development in the capital goods industries, 
then we must agree that it is dependent upon the acts and 
policies of the administration at Washington. A readjust- 
ment of expenses, wages and prices is necessary and a cure 
for the deflation psychology and fear of the government’s 
anti-profits motive must be assured. 

The economic and financial base is here for a sound recov- 
ery if it can get under way. 

I have called to your attention the fact that accompanying 
factors for a major depression, such as the last one, are not 
with us today. 

It is not of any great value in attempting to predict 
whether this down-turn in business will be of long duration 
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or be brief; whether it will be serious or moderate. The out- 
come depends almost wholly on actions and policies that will 
be decided upon in Washington. It will, therefore, be neces- 
sary to analyze Washington’s attitude, and watch carefully 
the course that is to be taken by the Administration and the 
reaction of private capital. This is the only way we can 
formulate any idea as to the future course of business and 
industry, and endeavor to determine whether we are heading 
for a major depression or can turn-about and have the de- 
pression decline converted into another up-swing in the busi- 
ness cycle. 

Now let us analyze the major problems, in the light of the 
probable Washington attitude as it appears to us today. 

The. major problems affecting business in relation to the 
Administration’s attitude, may be grouped as follows: 


Budget policy Labor 

Future credit policy Agriculture 

Taxation Public Utilities and railroads 
Housing 


I shall try to cover each of these items hurriedly, endeav- 
oring to analyze the present attitude as it seems to be de- 
veloping in Washington and what can be expected in the 
light of present developments and requirements, caused by the 
business recession. 

BUDGET POLICY—Ict is certain that a real effort will 
be made to balance the budget by the end of this fiscal year 
June, 1938. However, I feel sure that this cannot be accom- 
plished, even if the administrations’ policy of curtailed ex- 
penditures is to be carried out. Because of demand for unem- 
ployment relief, caused by the present recession and the 
falling off of taxation revenues for the same reason, the 
present fiscal year will, I am sure, show a larger deficit than 
is anticipated at this time. However, the indication from 
Washington, as expressed by Mr. Morgenthau in his recent 
address before the Academy of Political Science, which ad- 
dress I am sure had the sanction of the President, indicated 
a real effort is to be made to balance the budget. He stated 
the budget is to be balanced by curtailed expenditures of 
approximately $700,000,000 in reduced highways, public 
works, relief, farm subsidies, without decreasing taxes. 

However, there will be considerable pressure, which has 
already been reflected by various State Governors asking for 
increased highway appropriations. Also the voice of the un- 
employed will not go unheeded, and there will always be 
increased demands for farm subsidies. 

True, a balanced budget policy will curtail “Pump Prim- 
ing” actions of the past. This reflects a new point of view 
from the Administration and Treasury. Chairman Eccles of 
the Board of Governors of the Federal Reserve System, in 
his testimony last week, before the Senate Banking and Cur- 
rency Committee warned that a continuation of the busi- 
ness recession would make a balanced budget impossible. 

Chairman Jones of the R.F.C., publicly expressed similar 
views at a dinner in New York last week. He stated in part: 


“If we can get business started again and people back 
to work the budget can probably be balanced, but not 
otherwise. Furthermore we should not want the budget 
balanced at the expense of hungry people, or if it en- 
dangers the welfare of our country. The budget can 
never be definitely balanced until business and govern- 
ment come to a better understanding.” 


It is to be the determined policy of the Administration that 
future subsidies shall be taken care of by future additional 
revenue, provided through the levying of specific taxes for 
those purposes. It will also be the policy to promote private 
capital into the field, with government guarantee, rather than 
government subsidies, as reflected in the recent housing an- 





nouncement. The plans so far suggested for encouraging 
expansion of private business activity, have been confined to 
projects that would not interfere with the effort to balance 
the budget. If the government should be obliged to take 
up the slack in case business does not respond, it is probable 
effort will be made to confine additional expenditures to 
financing of any expansion of work relief projects, made 
necessary by increased unemployment. 

FUTURE CREDIT POLICY—I think the credit policy 
of the administration for the next several months at least, 
will be a continuation of their “easy money policy.” At the 
present time the open market operation for the Federal Re- 
serve Banks, is being carried on aggressively, and is no doubt 
part of a broad plan to revive new bond issue flotations, 
which have been practically stymied due to the jittery market, 
and which, of course, is very necessary if private capital is 
to go into industry. 

I do not feel there will be a change in the price of gold. 
The administration’s policy regarding the purchase of silver 
does not affect the credit policy, because silver is not con- 
sidered as a monetary base. Whatever price is paid over the 
commodity price for silver is a subsidy to the silver industry 
and is regarded as a drain on the budget, rather than being 
a money policy. However, this silver subsidy is important 
to industry and no doubt will be continued on some favorable 
price basis. There is no fear on the part of the administration 
for excess out-flow of gold. In fact this would be beneficial, 
and its effect could be offset by desterilization of one billion 
dollars of gold, or use of the two billion dollar gold stabiliza- 
tion fund. 

There will no doubt be some decline in bank deposits, due 
to falling off in trade and decline in government deficit 
financing. This should not tighten credit, as the Federal 
Reserve Bank could desterilize additional gold or reduce the 
reserve requirement for banks, if it became necessary to feed 
the flow of credit. 

The financial heads of the administration do not feel that 
the present recession is due to monetary factors. It is there- 
fore not expected that any major inflationary moves will be 
undertaken, unless they are necessary as a last resort. Angas, 
however, does not agree with this. He thinks the recession 
is not only caused by fear but by a deflationary money policy 
and that now it has assumed proportions that can only be 
combated by a very aggressive monetary action that will 
create inflationary psychology. 

I am sure there will not be expanded government spending 
and credit inflation in the immediate future to cause increase 
in the price level. However, if other methods fail to revive 
business this would be inevitable to bring about business ex- 
pansion and recovery. 


TAXATION—There cannot be any major tax revision 
that will affect Treasury receipts. However, some revision, 
which will be beneficial to business will no doubt be made, 
and in the end would result in an increase in receipts, due to 
more favorable business. 

Major tax revision being discussed at the present time is 
the repeal of the Corporation Undistributed Profits Tax and 
amendments to the Capital Gains Tax. These two tax prob- 
lems seem to be causing the most annoyance to business. The 
undistributed profits tax, it is practically conceded, has re- 
sulted in corporations paying out earnings rather than re- 
investing in plant expansion and modernization. A survey 
made by the National Industrial Conference Board of 272 
representative business concerns, indicated they paid out in 
dividends 76.8 per cent of earnings, after deduction of all 
taxes, as compared to 68.8 per cent during the five-year 
period, 1925 to 1929. It is also argued that the Capital Gains 
Tax has put fear into private capital, so far as investment is 
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concerned, because of a heavy levy if profit is made, and there 
is practically no benefit for tax relief if a loss is incurred. 

1 am not arguing one way or another regarding either 
of these taxes. 1 think a revision of the Undistributed Profits 
‘lax would help to restore business confidence, and I| feel sure 
an amendment will be had. However, | doubt if this amend- 
ment will become effective for 1937 income. The benefits 
from any revision in these taxes will be the removal of sore 
spots on business, rather than actual financial benefits, be- 
cause loss of income will be made up by other taxes. 

There is a large government debt and the budget calls for 
large expenditures for government operations, so it is neces- 
sary, and we can expect that there will be heavy taxes for 
a long time to come. 

HOUSING—This has been covered fully in the Presi- 
dent’s message to Congress issued this month, and only a 
review will be necessary at this time. It is felt by many in 
the administration, and I agree with them, that a housing 
program is one of the most important factors in this recovery 
problem, and if it can be brought about on a large scale it 
will result in. tremendous improvement to business. 

‘There are, however, many obstacles to be overcome before 
a major housing development can be assured. Easy credit 
and reduction in costs is only one factor in a housing pro- 
gram. ‘The other factor is the demand for these units which 
will depend very largely on the extent of unemployment and 
decreased purchasing power caused by the present recession. 

The housing plan which has been presented is not a 
newly concocted plan, but a revival of a previous one. It is 
the result of research and study of the housing programs in 
Europe and the effect on business, carried on by Eccles, 
Daiger, McDonald and others, over a year ago. Presenta- 
tion of the plan is about a year late, but will have a favorable 
influence, if carried through aggressively. There is practi- 
cally no chance for enough good to come out of it to cause 
a sudden construction boom, or a cure-all for this business 
recession. 

A survey printed in Washington sometime ago states in 
part as follows: ‘“The most important effect of the depression 
on housing was to suspend for several years the growth in 
occupancy on which, as we have seen, most of the demand for 
new construction depends. Although the number of vacant 
units increased from 1929 to 1933 by something like 700,000, 
the reduction since then has been approximately twice as 
great. At the present time the supply of dwelling units is 
about 500,000 under the indicated long term average vacancy 
ratio. The housing shortage, as measured by the amount of 
vacancies, was more acute in 1936 than in 1925, when 900,- 
000 dwelling units were produced, yet in 1936 the output 
was less than one-third of that amount. 

A summary of the analysis shows that during the next five 
vears the probable housing market will be 800,000 units. If 
construction only reaches 600,000 units which is twice the 
number produced in 1936, the shortage at the end of the 
five-year period promises to be very acute, comparable, let 
us say with the worst period after the World War. 

It is very doubtful if this volume can be attained, because 
as construction activity increases there will develop a short- 
age of skilled labor, and costs will increase, which will tend 
to retard future expansion. If, however, 700,000 dwelling 


“units could be expected this would result in the average ex- 


penditure at pre-depression building cost levels of from four 
and a half to five billion dollars annually. 

What is to be done to encourage this increased produc- 
tion was outlined by the President this month. It means a 
revision of the Federal Housing Act, to make financing and 
construction cheaper by decreasing the cost of interest and 
insurance on the mortgage, and increasing the amount of 





mortgage that may be placed on the property from 80 per 
cent to 90 per cent of the appraised value on properties ap- 
praised at less than $6,000.00. 

The reduction in interest and insurance results in a loan 
cost to the borrower of 5% per cent as against the present 614 
per cent, a saving of 14 per cent, which will mean at least 
15 per cent reduction in the cost of a house that is financed 
by a 90 per cent mortgage. If this reduction can be aided by 
a reduction in materials and labor costs the actual construc- 
tion cost of new houses should be considerably reduced and 
tend to promote a building program. 

Effort is being made by the administration to get the larger 
building material industries to agree to a reduction in prices, 
and to induce labor to agree to a reduction in the unit wage, 
providing a guaranteed annual wage can be assured. 

Brookings Institute pointed out on November 18th, that 
if the building industries were so organized, as to permit em- 
ployment on an annual, instead of an hourly or daily basis, 
labor costs might be reduced, without reducing earnings. 
Today total annual building wages are pitiably low, due 
partly to higher hourly wage rates and partly to irregular 
employment. Actual hour wages in the building industries, 
increased from 79.3 cents in 1934 to 93 cents in August, 
1937. Building trade labor is strongly organized, and has 
been able to raise wage rates to a higher level than those in 
most other industries. However, due to lack of steady em- 
ployment, the annual wage is considerably lower. If this 
could be overcome by guaranteed annual wages, building costs 
could be reduced very substantially. 

Labor costs, however, only represent 37 per cent of the 
total building costs. Material costs represent 63 per cent, 
so it is evident a reduction in building material costs is also 
necessary. Statistics show prices of building material declined 
less than most other commodities during the depression and 
have increased at a more rapid rate since 1932, than the aver- 
age for all commodities. Considering 1926 as 100—building 
material prices hit a low in 1932 of 71.4, all other commodi- 
ties 64.8. In October, 1937, building materials hit a price of 
95.4—all other commodities 85.4. 

The advantage, of course, of this Federal Housing Plan 
is that it does not result in a drain on the Treasury, but is 
carried by private capital with government insurance. 

There is also an amendment to the act that would promote 
large scale construction, through private capital, in the financ- 
ing of housing units up to $200,000.00. This of course is 
primarily for rental purposes, and it is felt this is a good 
move, because up to this point, practically every action on the 
part of the government for housing construction has been on 
the side of home ownership. Statistics show that more than 
50 per cent of the families of our cities, towns and smaller 
communities, rent the places they live in and there is great 
need to give impetus to building of more dwelling units for 
rental purposes. 

LABOR—I am sure we feel that labor has been given too 
much indirect support from the administration, during the 
past two years. There has been built a labor monopoly just 
as bad, if not worse, than any monopoly in industry. Through 
this monopoly they have forced industry, by sit down strikes 
and other means, to concede too much. They have been re- 
sponsible for forcing wages up too high, without resultant 
increased efficiency and output. This has forced industry to 
pass on to the consuming public these increases, in the form 
of higher prices, where possible, and thus cut down consump- 
tion. The effects of these increased labor costs are now being 
reflected in corporation earnings, because of the falling off 
in volume, and must certainly result in increased unemploy- 
ment, or reduction in the wage scale. 

There is apparently a slight change in attitude regarding 








George S. Eccles 


231 





labor on the part of the administration. In the President's 
message he called attention to the fact that labor, through 
these tactics, had caused a sharp rise in wage rates, which was 
one of the causes of forcing building costs out of line, and re- 
sulted in the falling off in building activity. The pending 
wage and hour bill, which was sponsored at the last session 
of Congress, and was on the “must” legislative schedule, was 
long shelved in committee, and was only brought out by a 
concerted effort at the present special session. Certainly the 
wage and hour bill tha‘ will ultimately pass, if at all, will 
be modified very materially, and be nothing but a face-saving 
measure. 

The various factors effected by the wage and hour bill have 
developed definite attitudes. The Industrial North, of course 
would like to see the restriction of a minimum wage and 
maximum hour to force the newly developing industrial south 
to absorb higher costs. As a result the Industrial South 
naturally is very much opposed to the bill, because it would 
increase their costs and thus reduce their ability to compete 
with the Industrial North. 

Agriculture has become militant toward it. Labor unions 
are opposed to it. The American Federation of Labor, at its 
meeting in Denver, a few weeks ago, passed a resolution op- 
posing the bill, as they feel the government will be the arbitor 
of wages and hours and in this way will destroy their unions. 

It is going to be a rather difficult problem for the Admin- 
istration to undue what has been done, and convert labor to 
the theory of a lower hourly wage, in the hope of receiving a 
larger annual income, resulting from steady employment. 

AGRICULTURE—During the past few years there has 
been a gradual improvement in farm income in relation to 
goods which the farmer must buy. This equalizing process 
between agriculture and industrial price level has been one 
of the contributing factors to the recovery that we have en- 
joyed. This increase in farm purchasing power has been 
aided very materially by governmental action, through crop 
control, government relief expenditures to aid industrial 
purchasing power, resulting in demand for farm commodities. 
Large benefit payments to agriculture as the result of process- 
ing taxes also have been factors. 

Now, however, we find that farmers purchasing power is 
decreasing. We find large crops and falling prices. Demands 
loom for more agricultural subsidies; crop loans such as was 
provided for cotton and corn; benefit payments such as we 
find for cotton and sugar. 

Of course any improvement in employment and industry 
will aid the agricultural problem. This must be looked at, 
not as an individual problem, but in conjunction with all 
other problems of our recovery. So again the Administra- 
tion’s attitude must be studied. 

The President in his message to Congress stated: “We 
need an all weather farm plan, reasonable surpluses of a year 
of good weather to carry over food supplies to make up for 
the shortage of a year of bad weather.” 

This of course refers to Wallaces’ “Ever Normal Granary 
Plan,” which we cannot discuss in detail at this time. 

It is covered fully in Senate bill 2787, introduced by 
Senator Pope of Idaho and Senator McGill of Kansas and 
refers primarily to wheat, corn, cotton, tobacco and rice. The 
bill contains the following: “The policy is to maintain both 
parity of prices paid to the farmer and parity of income for 
farmers marketing these commodities.” Or in other words 
the price the farmer receives for his commodity is to be 
maintained at a parity with the price he is required to pay 
for the things which he must buy. 

PUBLIC UTILITY—Public Utilities are in fair shape 
financially. They are not in the plight with the railroads. 
The majority of them have maintained dividends on the basis 










paid prior to 1933. They have reduced fixed charges through 
favorable refunding of debts during the period of easy money. 

Need for one billion to one and a quarter billion dollars 
expenditure, is necessary in the public utility field, if con- 
fidence is to be restored. 

In 1929 the Public Utilities expended nine hundred million 
in construction of transmission lines and generating plants. 

In 1937, although sale of electrical energy was 40 per cent 
higher than in 1929, they are spending only $500,000.00. 
They should be spending one and a quarter billion dollars. 
Why aren’t they? 

They have been harrassed by daily barrage of criticism 
from the Federal Officials. 

Drastic reformatory laws—such as the Holding Com- 
pany Act, demanding difficult reorganization of financial 
methods. 

There has been unfair government competition. 


The Administration is adopting a friendly attitude toward 
Public Utilities. The President has had, and is going to 
have, conferences with the heads of the various Public Utility 
Companies, to discuss their: problems, and to endeavor to 
formulate future policies, in the hope that confidence can be 
reestablished and deferred developments in the private public 
utility field made. 

This is a very important link in the recovery program be- 
cause, if confidence can be restored, there will be billions of 
dollars spent during the next few years. The Administration 
will have to convince the Utilities, that they will not be 
forced to compete with large government projects, and that 
municipal power plants will not be built with government aid. 

RAILROADS—As I said before the railroads are facing 
one of the most critical periods in their history. The only 
basis on which we can hope for continued private ownership 
of railroads, is favorable action by the Interstate Commerce 
Commission on rate increase requests, and a more reconcilable 
attitude on the part of labor toward wage scales. Also there 
must be restrictions regarding bus and truck competition. A 
tremendous need for expenditure on the part of the railroad 
exists, but until their vexing problem can be solved, and 
their earnings have again been restored, there is no way that 
they can finance their requirements. 

Chairman Jones of the R.F.C., warned the President in a 
recent conference that railroads must have the full 15 per 
cent increase in freight rates if a series of disastrous receiver- 
ships is to be avoided, and failing that, there was but one al- 
ternative, a railway subsidy. The proposed rate increase for 
railroads is looked upon as the most important potential gov- 
ernment action to revive business. 

From the foregoing you can readily see how very difficult 
the future is and any forecast at this time is practically im- 
possible. I have endeavored to analyze the picture for you, 
so that you may draw your own conclusions. 

Personally I feel that the present recession is a pause in 
the long range upswing, not the end. If confidence can again 
be restored, the underlying conditions are such that business 
revival will be assured, and the upswing can once again be 
put into motion. 

I feel that 1938 will be lower in industrial activity than 
1937. However, we should see a pick up during the year 
1938, and a revival in activity. The underlying factors to- 
day are sound: 

Business debts are low. 

Credit is cheap and plentiful. 

Bank resources are not strained. 

There has been no building boom. 

No violent speculation in securities, such as we had 

in the period ending 1929. 
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There is need for further expansion and rehabilita- 
tion in industry, in railroads and public utilities. 

The volume of demand deposits and money in circula- 
tion is considerably in excess of the volume in the late 
twenties, and therefore sufficient to support a consider- 
ably higher level of activity than prevailed at that time. 
However, the velocity of these deposits is very low, and 
we need confidence re-instilled in order to step up this 
velocity. 


When revival once sets in it will not have the same re- 
tarding influences it had in 1932. At that time whenever 
recovery was pushed forward a bit, there was tremendous 
pressure for further liquidation of the debt structure, due to 
the tremendous over-expansion of debt that existed. It was 
necessary for industry, individuals, banks and insurance com- 
panies to put their houses in order by liquidation of debts. 
We do not have this problem today. Our present major need 
is readjustment in prices and restoration of confidence. 


Lessons That Must Be Learned | 


WHAT 1937 HAS TAUGHT US ON LABOR 
By LEWIS H. HANEY, Professor of Economics, New York University 
Delivered Before the Convention of the National Industrial Council, December 6, 1937 


hereby undertake a statement as to “What 1937 has 

taught us on Labor.” It should be distinctly under- 
stood, however, that while I have tried to be as objective 
as a scientist can be, this statement merely presents my own 
ideas concerning what the year ought to have taught you 
businessmen. 

In other words, I mean that from 1937 you should have 
learned the following nine lessons. If you have not, I am 
sure you will before 1940! 

The first lesson is the realization that collective bargaining 
has great limitations. 

In common with the majority of economists who have 
studied such matters, | believe that collective bargaining is 
necessary. As a result of experience in 1937, however, I 
realize more fully than ever that “it takes two to make a 
bargain,’ —collective or otherwise. In other words, unless 
the labor organization is representative of the laborers in- 
volved, and is animated by a bargaining spirit, it is not fitted 
to be one of the “two” similar agents that real bargaining 
requires. 


\ the request of the National Industrial Council, I 


We have learned that there are two essential aspects of 
collective bargaining: 

(1) It must be truly “collective,” which means, among 
other things, that the labor group must be able to act as a 
unit. This it can do only when the union is thoroughly rep- 
resentative of the entire membership, and free from racketeer- 
ing. A democratic form of organization, without coercion 
by anyone, is an important requisite. The union, therefore, 
must have a large degree of homogeneity, both geographical 
and occupational. This is one of the fatal weaknesses of the 
C. I. O. set-up. It is a travesty on collective bargaining to 
have a national or international group of all sorts of laborers 
“bargaining” with a single local employer. 

For effective collective bargaining, we must have labor 
groups which represent only the interests of the employees 
concerned. We must have public supervision of elections, 
and referendums on strikes. 


(2) It must result in ‘“‘a bargain,” and that requires, first, 
that the agreement must be freely entered into, without 
violence or other coercion. It follows that there can be no 
toleration of the “general strike,” the “sympathetic strike,” 
or any injury to the public done for the purpose of coercing 
the government. The greatest good of the greatest number, 
or the general welfare principle, requires a limit upon the 
power of the few to force the shut-down of a plant or an 
industry which employs many. 

Then the bargain must be consummated in a binding con- 


tract, with full responsibility on both sides. (English and 
Canadian experience may furnish a guide.) 

The first lesson, therefore, comes to this: Collective bar- 
gaining is correct in principle, but is as yet so imperfect in 
practice in this country that it cannot be relied upon to work 
satisfactorily. We must get greater unity and responsibility 
on the part of the labor groups. 

Closely related, is the second lesson, which is that public 
conciliation and arbitration must be perfected, so as to sup- 
plement private collective bargaining. The establishment of 
fair agencies, and the adoption of means to encourage resort 
to such agencies by both parties, are essential. 

As a first step, the Wagner Act should be scrapped, and 
such an agency be set up that both employer and employee 
can expect equal and just treatment. 

The third lesson to be drawn from our 1937 experience 
is that labor, seeing the limitations of collective bargaining, 
and fearing regulation, has gone into “politics.” We must 
deal with the labor movement, at present, as having more 
political significance than ever before in this country. 

There are two bases for this devolpment, both of which 
are sinister. One is the spirit of “let the government do it,” 
which has become so prevalent among various classes of 
American citizens. The other is the denial of economic 
standards or laws, and the glorification of political power in 
their place. With these general tendencies so wide-spread 
throughout the world, we need not blame laborers, as a 
class, for being influenced by them. Nevertheless, they must 
be recognized and dealt with. 

Our third lesson, therefore, amounts to this: Employers 
must fight labor politics with politics. But, in order to win, 
the employers’ political action must be truly social. In my 
judgment, if the employer will make his politics the politics 
of general welfare, based upon principles accepted by eco- 
nomic science, he will do well. 

This lesson leads to the conclusion that employers need to 
develop their technique of educating the public as to true 
economic principles. They should appeal to the common in- 
terest of all people as consumers. They should give informa- 
tion to those people who are “the farmers,” and who are so 
effective a political counterweight against the labor class. And 
finally, they should educate their own laborers, partly in the 
usual sense by instruction and example, and partly by dis- 
cipline, if necessary closing down their plants whenever labor 
demands make it economically impossible to operate. 

We have learned that the American people are not all 
laborers, and the experience of Governor Davey in Ohio 
shows that Governor Murphy’s ideas in Michigan are too 
simple even as mere “‘politics.” 
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As a corollary of my third lesson, I would state that polit- 
ical action usually accompanies radicalism, and that we have 
seen this usual accompaniment in the shape of Communism 
playing an increased part in the American labor movement. 
It follows that the thing has become more than merely 
“organized labor” or “the labor movement”; it has become, 
in part, a radical collectivist movement. Therefore, a part 
of the broad educational program of the employer should be to 
“sell” to laborers and others the idea of equal opportunity, as 
opposed to the dead-level economy of the Communist or the 
regimentation of the Fascist. 

The fourth lesson is the importance of intelligent loyalty. 
I know the danger that these words will seem to be just 
words. However, I do not mean any bunk or ignorant senti- 
ment. I mean loyalty in the highly practical and important 
sense of an intelligent self-interest, such as should actuate 
those who are cooperating in a group with the realization 
that their cooperation, is for the best interest of all. The 
terrible lesson taught by the present condition of demoraliza- 
tion in the labor forces of the nation is obvious. It comes 
from the mixing of politics with economics, which leads to 
the notion that wages or profits can be voted instead of 
earned! 

Lesson number five is that the so-called “right to work,” 
as usually uderstood, is not only meaningless but misleading. 
Too many of us have mixed the idea of a right to work with 
the idea of the “right to existence.” The latter, however, is 
a matter of “relief,” based on actual needs, and never has 
been in question. The right-to-work notion goes far beyond 
this. The best way to deal with it is to ask a few simple 
questions. When a person says, I insist upon the right to 
work, just ask him: What work? When? Where? At what 
wage? And where is the pay to come from? 

Then, to clinch the matter, one may ask, What about the 
other unemployed workers who may want a job and be glad 
to take it when, where, and at a wage that your strike leader 
may not approve? 

I think that the public has been greatly impressed with the 
injustice of preventing willing workers from the right to 
work at jobs for which they are qualified, when, where, and 
at such wages as they freely desire to accept—which is the 
real “right to work”—the right of others to work. 

From this lesson concerning the right to work, there is 
directly drawn the sixth lesson: the folly of so-called “work 
relief.” The W.P.A. idea may have been temporarily justi- 
fied in some localities as a social “sop,” or a means of stav- 
ing off some bloody revolution; although I do not believe 
this to be true. In any case, it is not justified as a general 
and continuous relief policy, for the simple reason that it 
mixes and confuses economic “wages” with ethical “relief” 
and political “vote buying.” 

One of the great and serious lessons of 1937 has been that 
“work relief,” with its payment of so-called wages, regardless 
of work done, is one of the most demoralizing policies ever 
adopted in any country at any time. 

The sixth lesson leads to the seventh, which is that we now 
understand the vicious nature of the notion that the laborer 
has a “right” to his job. It is this notion which lies back of 
the sit-down strike. 

A laborer may argue that he has done this job for the best 
years of his life, and that he has made it his, in the sense that 
no one has a right to come in and replace him. That, how- 
ever, is a confusion of thought. The trouble is that usually, 
when he goes in for a sit-down strike, he wants to make that 
job a different job. This laborer will have no trouble in 
holding the job that he has. He will not need to “sit” on the 
job that he was doing. He can go home at night, knowing 
that he can come back the next morning and find it still there. 






When, however, he seeks to make the job include a part of 
the job of the employing enterpriser, or to change it by hav- 
ing less work for more wages, it is not the same—it is no 
longer his old job. The sit-downer may be sitting with some 
Communist’s dream of a job. 

The eighth lesson is that the analysis of economic forces 
and functions which the science of Economics provides, is 
of the utmost importance. 

The analysis shows us that there are four distinct indus- 
trial functions, which must be, always have been, and always 
will be, performed by four distinct factors of production. 
These are land, labor, capital, and enterprise. Each makes 
its distinct contribution to production, and each must receive 
at least its minimum reward in the distribution of income, if 
industrial life is to continue. One of the great needs of this 
day is a more general understanding of the nature and im- 
portance of both capital and enterprise. 

This is a subject about which I feel a great deal as good 
old Senator Spooner of Wisconsin used to feel with reference 
to the three branches of the government. You remember that 
he was a great fighter for the Constitution. In season and 
out, everywhere he went, he drummed away at the idea that 
there are three separate and distinct branches of the govern- 
ment. One night he was going out to make a speech. Mrs. 
Spooner tucked him into his coat, and just before he closed 
the door she said, ““Now for heaven’s sake, Father, don’t 
say anything about the three separate and distinct branches 
of the government.” He looked at her sort of curious-like, 
and went out. Hardly had the door closed, however, before 
he opéned it again and said, “But, by God, Mother, there 
are three separate and distinct branches of the government. 

Another contribution of Economics is the principle that the 
values of products must be related to the values of the factors 
of production, so that the prices of finished goods are interre- 
lated with the incomes earned by land, labor, capital, and 
enterprise. ‘These are all tied together; change one and you 
must change another. 

Again, we learn that “technological unemployment” is, 
from the long-run standpoint, a bogy. We need relief to tide 
over temporary maladjustments. But, unless we are to assume 
misdirected effort and waste, abundance and cheapness are 
the bases of prosperity. 

Above all, however, Ecnomics proves that purchasing 
power cannot be “created” by mere political action,—whether 
with the aid of the printing press or not. In any case, it is 
real earnings over a period of time which count, not paper 
wage rates that might be paid if there were any employment! 

The lesson to be drawn from such considerations as the 
foregoing, is that businessmen must get their “business eco- 
nomics” lined up with the social science of Economics, if 
they are to do their own work intelligently, and if they are 
to conduct with success the political conflict and the educa- 
tional program that I have mentioned as being important 
parts of the labor problem today. 

Ninth, we have learned in 1937 that wages are inflated. 
For four and one-half long years now—and for about five 
long years before that—many of our businessmen and most 
of our politicians have been trying to arrange the payment 
of wages regardless of products. They do not put it that 
way. But they do call it by that phrase of abominations, “cre- 
ating purchasing power.” 

I suspect that we will not have fully learned this lesson 
until we realize that “the high-wage policy” is exactly as bad 
as that other abomination, “the easy money policy.” (Both, 
you see, are the spawn of inflation.) 

The lesson of the ninth point is that money is not wealth, 
and that the only way to give money a real objective value 
is to pay to labor, wages that are in accord with what labor 
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produces, and also to earn for enterprise profits that are in 
accord with what enterprise produces. 

My last point, which is number ten, may involve some self- 
denial, but should be especially good for our souls. Briefly, 
it is that we have learned (I hope) that we cannot justify 
“price maintenance” on the basis of wage maintenance. 

I need merely point to the condition which exists in the 
steel industry today to remind you of what I mean. The 
average price of finished steel products is today abnormally 
high with relation to the average of the prices of other com- 
modities. I do not pretend to know to what extent this is 
cause and to what extent it is result of the advances which 
have been made in the wages of steel workers. I do know, 
however, that it constitutes a madadjustment in the price 
structure which seriously limits industrial recovery. 


It may be that eventually this price maladjustment, and 
others, will be corrected, through general inflation, by a rise 
in the prices of commodities other than steel; but I am sure 
that we should take to heart the lesson that arbitrary price- 
fixing or price-maintenance in one field spreads to other fields. 
If we are to fix prices for products, we may expect a demand 
for the fixing of prices for labor,—just as wage-fixing tends 
toward price-fixing. 

The right policy, in this respect, is a policy of reasonable 
flexibility in both prices and wages. If business is to be busi- 
ness, as opposed to “social planning,” there must be a reason- 
ably competitive adjustment of prices to market values. 

The great lesson is this: Know the law of supply and 
demand, and it will make you free. 


Secondary Education Problems 


PARENTS MUST TAKE THE LEADING PART 
By F. T. SPAULDING, Director of the Study of Secondary Education 


Delivered at Meeting of Associated Academic Principals, Syracuse, New York 
W ednesday, December 29, 1937 


of secondary education under the Regents’ Inquiry— 

the director of the study wrote to each of the 985 pub- 
lic-secondary-school principals in New York State. He asked 
each principal to describe the two or three educational prob- 
lems which had recently caused him most concern in the 
administration of his chool. Six hundred twenty-eight prin- 
cipals did so. 

At the same time the Inquiry itself undertook to define the 
major problems of secondary education in the State, through 
a number of searching investigations. Members of the staff 
conducted tests of high-school pupils’ interests, attitudes, and 
abilities. Reports were obtained from some 400 schools con- 
cerning the backgrounds and school histories of more than 
50,000 individual boys and girls. Interviewers talked with 
nearly 2000 young people recently out of school, and with 
adults who knew these young people. Educational specialists 
from the Inquiry staff visited personally some eighty indi- 
vidual schools, located in every section of the State. 

It will no doubt be of interest to the members of this As- 
sociation, as it has been to members of the Inquiry staff, to 
know how the list of problems supplied by the principals of 
the State agrees with that which the Inquiry has arrived at 
through its special investigations. The two lists do not con- 
tradict each other. The chief differences between them con- 
sist in the fact that certain problems not often mentioned by 
the principals stand out as matters of serious concern in the 
studies made by the Inquiry. What these matters are, and 
what the problems are on which both lists agree, can be made 
clearest by a brief preliminary account of the problems most 
frequently mentioned in the letters from the principals. 

The range of specific problems described by the principals 
is extraordinarily wide. To illustrate: One principal writes 
tersely: “Programs for the ‘non-book’ type of student 16-18 
years of age-—How to get them? What should they be? 
(This is growing more serious.)” Another asks: “To what 
extent should we allow the kids to have a good time in 
school?” A third very pointedly comments: “Would we not 
have better schools if experienced principals served with the 
building committees?” And a fourth inquires “how proper 
‘esprit de corps’ can be maintained when voters insist on 
electing board members for political reasons.” 


[' May, 1936—shortly after the beginning of the study 





Yet for all their diversity the problems tend to group them- 
selves recognizably under a number of more or less coordinate 
heads—the aims of the secondary school, the improvement of 
the program of studies, the development of more effective 
methods of teaching, provision of an adequate extra-curricu- 
lar program, the maintenance of sound educational standards, 
and the like. The 628 replies, moreover, show marked agree- 
ment on certain fundamental needs. 

The most definite agreement is on the need for expansion 
and improvement of the secondary-school program. Nearly 
three-fourths of the principals list problems under this head. 
The most frequently mentioned problems grow out of the 
wide range of individual differences among high-school boys 
and girls. “How can the modern high school adjust its cur- 
riculum to best serve the interests of the heterogeneous group 
of entering pupils, who differ in native ability, home train- 
ing, point of view and purpose, and who in 30 per cent of 
the cases are deficient in their ability to read and compre- 
hend the English used in high-school textbooks?” Some such 
questions as this voices fairly accurately the concern of nearly 
half the principals who put their problems in writing. 

Next to improvements in the program of studies in fre- 
quency of mention are closely related problems of guidance. 
One principal in every five asks: “What constitutes a satis- 
factory guidance program?” “Are we doing as much guid- 
ance as we should?” “How to develop guidance in view of 
the public’s attitude that such work is a luxury?” Uncer- 
tainty about what to do in this field is reflected in the fact 
that most of the questions are broad and general. On the 
basis of the few specific problems of guidance that were de- 
scribed, it is interesting to note that educational guidance is 
a matter of concern to up-State principals more often than 
is vocational guidance, whereas vocational guidance occupies 
first place in the minds of the principals of New York City. 

Four other major areas of concern are noted by approxi- 
mately one principal in seven—often enough, that is to say, to 
deserve mention in any summary Of educational needs as the 
principals of the State conceived them. One such area is 
the maintenance of appropriate educational standards. Prin- 
cipals write, for example, that “too many pupils are getting 
through high school with little effort,” or assert that “the 
students who go through school are not able to do anything 
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well when they finish school,” or refer to the difficulty of 
“securing from all classes of students hard, persistent, and 
enjoyed work.” 

A second area of concern is that of obtaining a well- 
qualified teaching staff: “How can we secure teachers with 
personalities, who are not just products of local educational 
tactories, who have real culture, are interested in culture, and 
at the same time, interested in children?” 

A third is that of developing support for the educational 
program in the local community—for example, “how to get 
the 90 per cent of conservative voters who are the supporters 
of the school program to take as active an interest in school 
affairs as do the 10 per cent of voters represented in the ‘Tax- 
payers’ Associations ?” 

The fourth is that of providing adequate buildings, equip- 
ment, and supplies: “Our building is old, crowded, and in- 
adequate.” “We have no room for a commercial depart- 
ment.” “How can we build an effective program in debating, 
music, and athletics when gymnasium and auditorium are 
combined ?” 

There can be no question of the seriousness of some of these 
problems in most communities in the State, nor can there be 
any question that all of them are serious in some communi- 
ties. The facts independently gathered by the Inquiry strongly 
corroborate the testimony of the principals. 

One significant fact, for example, is that the majority of 
secondary-school programs in the State are still based on a 
liberal-arts college-preparatory pattern, despite the accom- 
panying fact that only a minority of the boys and girls now 
in secondary schools can profitably attend the conventional 
liberal-arf$ college. By contrast, vocational-industrial and 
technical education is almost entirely confined to large-city 
school systems located on the main railroad lines. Ninety- 
seven communities out of a total of 110 in the State with 
populations of 5,000 or more have no facilities for industrial 
or technical education. 

A further fact is that the majority of secondary schools 
throw the burden of planning each pupil’s education almost 
entirely on the pupil and his parents. The schools provide 
pupils with lists of the courses open to them and with state- 
ments of requirements for promotion and graduation. Be- 
yond steering pupils away from courses in which they have 
failed or are likely to fail, the schools themselves ordinarily 
assume little or no responsibility for the wisdom of pupils’ 
educational choices. Even less do they concern themselves 
with vocational choices. 

Still a third fact is that the standards of achievement by 
which success in school is now generally measured was 
originally devised for pupils of high intellectual ability. Many 
schools, recognizing that tens of thousands of pupils now at- 
tending the secondary school are not of high intellectual 
ability, have attempted to modify those standards. The modi- 
fications have thus far consisted, however, almost entirely of 
“letting up on the requirements’ —of changes, that is to say, 
which make it easier for pupils of low or average ability to 
“pass.” Only rarely have schools developed new standards 
thoroughly appropriate to the needs and capacities of bovs 
and girls who are not, and cannot be expected to be, chiefly 
interested in academic scholarship. 

These facts are cited merely to illustrate the importance 
of the problems which secondary-school principals themselves 
discern. The program of secondary education must remain 
deficient until such problems are solved; and it has been part 
of the purpose of the Inquiry to bring together evidence 
which might help in solving them. The evidence may be 
useful in defining the problems themselves more clearly. It 
may be useful also in drawing widespread public attention to 


problems which school people already recognize, but of 
which the public in general is not yet fully aware. 

Beyond the needs which the principals have pointed out, 
however, are a number of others which the Inquiry staff be- 
lieve to be of at least equal importance. 

One is the need for a carefully planned and positive edu- 
cational program for those boys and girls who give promise 
of becoming the intellectual leaders of tomorrow. Current 
preoccupation with the needs of the less capable is coming 
dangerously close to bringing about serious neglect of the 
ablest. It is perhaps significant that of the principals who 
mentioned a concern with problems of individual differences 
among their pupils, fourteen times as many spoke of special 
provisions for below-average pupils as mentioned provisions 
for superior pupils. Even though the present secondary-school 
program was originally designed for an intellectually select 
group, it has not kept abreast of what is known about how 
best to educate such pupils. Moreover, better means than those 
now in use can be devised for selecting the boys and girls 
who ought to continue their éducation beyond the secondary 
school. Better means can also be devised for helping these 
pupils choose appropriate higher institutions, and for aiding 
those who cannot afford to pay for further education to get 
the education they deserve and can profit by. 

A further need is for concerted attack on the educational 
problems presented by boys and girls of secondary-school age 
who leave the high school and drift blindly outside of school. 
That a dangerously large proportion of them do drift has 
been all to plainly revealed in the interviews conducted by 
the Inquiry staff. In the industrial cities particularly, as many 
as a third of the graduates who do not go on to college, and 
an even larger proportion of the non-graduates, are likely 
under present conditions to be without jobs. Vocational mal- 
adjustment is complicated by the fact that these pupils have 
no one to turn to for advice or assistance, in whom they have 
confidence. They do not go back to the school ; some of them 
believe that school people do not know enough to help them, 
others have gained the impression that the school is no longer 
concerned with them. Their parents have in many cases 
neither information nor wisdom enough to help them and 
they know almost no adults outside of school except their 
parents. In matters of recreation they are left to their own 
devices ; there is little or no opportunity for them to continue 
the athletics or dramatics or hobbies in which the school may 
have tried to interest them. Unsocial if not anti-social be- 
havior crops up among employed and part-time employed 
boys and girls in particular. No “change in the times” is 
likely to solve this problem through making work-opportuni- 
ties easier to obtain. There seems no way to solve the prob- 
lem except through clear-sighted recognition that the prob- 
lem exists, that it is as serious as any educational question now 
confronting American communities, and that it can be dealt 
with effectively only through a program of definitely planned 
assistance and guidance to boys and girls between the time 
they leave school and the time they get an independent foot- 
hold in the adult community. Such assistance is not an im- 
possibility, it is already being given by certain schools, guid- 
rect centers, and private organizations here and there in the 

tate. 

A final need is for systematic effort to develop what may 
be thought of as “social conscience” among high-school boys 
and girls—among those who give promise of becoming lead- 
ers as well as among those who are likely to be followers. In 
an effort to find out whether the boys and girls who are 
leaving New York State high schools every year are pre- 
pared to become honest, reasonably sensible, and well-inten- 
tioned citizens, the Inquiry staff devised certain tests of 
pupils’ attitudes toward basic American principles. The tests 
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dealt, in particular, with attitudes toward free speech, free 
press, and free assemblage. The results showed that as they 
go through school pupils tend increasingly to pay verbal 
allegiance to these principles. But the results also showed 
that the pupils tend to be increasingly opposed to assuming 
social responsibility, or to participating in social action at any 
cost whatever to themselves. They display a noticeable in- 
clination to shift burdens, to expect others to perform the 
routine duties of democratic life. Leadership—even routine 
participation—in group enterprises within the school or in 
adult life has little attraction for most pupils. The schools 
cannot fairly be charged with having produced this attitude. 
But most schools, apparently, have been unsuccessful in over- 
coming attitudes too easily acquired outside of school—atti- 
tudes expressed in popular references to “passing the buck,” 
or “forgetting what you saw so you won’t have to testify,” 
or “letting someone else worry himself sick about that.” 

‘Together with the difficulties which the principals them- 
selves have listed, these constitute some of the most serious 
problems confronting the secondary schools of New York 
State. Some schools and school systems are already attacking 
them with a considerable degree of success. The recom- 
mendations which the Inquiry staff will shortly present to 
the Board of Regents will, it is hoped, point the way to a 
similar attack throughout the State. 

One serious limitation needs to be recognized, however, in 
anything that the Inquiry staff, or the Board of Regents, or 
the principals and teachers of individual schools, can do. 
That limitation is especially apparent in connection with the 





efforts of school people to foster a social conscience in high- 
school boys and girls. The schools cannot make boys and 
girls much better than their elders are. They can no doubt 
make them somewhat better. But if citizens who are inter- 
ested in the futures of boys and girls want young people to 
take social responsibility, to “stand on their own feet,” to 
“make their own way,” these same citizens cannot look 
tolerantly on disregard of social responsibility among adults, 
whether that disregard be expressed in outright graft or 
merely in the “fixing” of a traffic ticket. If citizens want 
boys and girls to respect the fruits of honest work, they can- 
not be unconcerned about slot-machines and gambling-joints 
for men and women, or about the glory heaped on the win- 
ners of every major lottery. If they want boys and girls to 
be decent and clean-minded, they cannot approve a social 
scheme under which grown people may earn “respectable” 
livings by selling pornographic magazines to other grown 
people, even though children are forbidden to buy. Nothing 
that even the ideal school can do will overcome the tendency 
of boys and girls to learn from the open example of their 
elders. The attitudes which lie behind undesirable adult 
activities therefore cannot be successfully combatted merely 
by turning the job over to the schools and saying, “Bring us 
up a better generation.” The schools, it should be repeated, 
can do a good deal. But the task as a whole is one which 
calls for reform outside the schools quite as much as within. 
In that outside reform parents and citizens in general, rather 
than school people, must take the leading part. 


Mutual Understanding 


TOLERANCE IN INTER-AMERICAN RELATIONSHIPS 


By SUMNER WELLES, Under Secretary of State 
Before the Inter-American Center of George Washington University, Washington, December 6, 1937 


privileged to be an observer of the development of 

closer relations between the United States and its 
sister republics of the New World, I have more than once 
been struck with an apparent impatience—I might almost say 
in¢olerance—on the part of certain sections of our public here 
in the United States with regard to the way in which our 
American neighbors solve their purely domestic and internal 
problems. One of the greatest advances that has been made in 
inter-American relations was the agreement on the part of 
each American republic to refrain from any form of inter- 
ference in the internal affairs of the other American republics. 
If that solemn obligation on the part of the 21 American 
governments is to be maintained at its full value, I venture 
to express the opinion that the people in all of the republics 
should likewise observe the spirit thereof. 

Only a few weeks ago there took place in one of the great- 
est republics of the world, the United States of Brazil, a 
change in the governmental structure of that nation. The 
existing constitution was abrogated and a new constitu- 
tion was proclaimed subject to a subsequent plebiscite of 
the people. Almost before the bare announcement of what 
had taken place appeared in our news columns, editorials 
were being published throughout the United States under- 
taking to interpret the significance of the event and assert- 
ing that the change which had been brought about implied 
a complete departure from the democratic traditions of 
the Western Hemisphere and an assimilation of ideologies 
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which have been recently developed in other portions of the 
world. 

A little later, when the true situation was revealed, it was 
made clear that the original assumptions on the part of a 
great portion of our press and the portentous declarations of 
certain of our statesmen were unfounded on fact. 

There would seem to have been made manifest once more 
that evidence of an insistence on the part of so great a pro- 
portion of our people not only that they are competent and 
authorized to interpret and to pass judgment upon what our 
American neighbors are doing within the realm of their 
strictly domestic affairs, but likewise to determine for our 
American neighbors how their strictly private affairs should be 
conducted. Here was the case of the great republic of Brazil 
undergoing a critical moment in its national development. 
To use the phrase “friendship between nations” is to employ 
a diplomatic phrase which, through formal usage, has become 
somewhat threadbare. And yet I think that the American 
and the Brazilian peoples fully realize that between them 
there has in fact existed for well over a century that kind of 
sympathy, of understanding, and of genuine regard on the 
part of one for the other which contain the elements of true 
friendship. A reciprocal relationship of this character is not 
often found, unfortunately, in our modern world. The Bra- 
zilian people have never asked of us other than increasingly 
close political and commercial understanding. On their part 
that is all that the American people have asked of Brazil. 
Our friendship has become traditional and will not only be 
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maintained but will be enhanced throughout the years to 
come. And yet, when this recent crisis occurred in the na- 
tional life ot the Brazilian people, a large portion of our 
people and of our press, instead of awaiting with tolerance 
and with friendly sympathy the moment when the Brazilian 
people had been enabled to determine for themselves the 
proper solution of their own problem, undertook to determine 
for them how the problem should be solved and to a large 
degree indulged in vehement recriminations predicated upon 
false premises and even falser conclusions. 

I have cited this instance at some length because it is so 
recent in the minds of all of us. It would be difficult for me to 
emphasize too strongly my belief that one of the most salient 
principles of the “good neighbor” policy which we have been 
carrying out here in Washington during these past 5 years 
is to refrain from minding your neighbor’s business for him. 

We too often forget here in the United States that, with 
the exception of our neighbor Canada, the other great inde- 
pendent nations of the New World spring from a heritage 
which is different from ours, have inherited certain concepts 
of government and of law which are divergent from our 
own, are the product of a civilization distinct from, although 
quite as advanced and quite as admirable as, the Anglo-Saxon 
civilization from which we ourselves derive—and very natu- 
rally by consequence employ in the solution of their national 
problems methods which at times are distinct from those 
which we ourselves employ in striving towards objectives 
which may in turn be quite the same as theirs. 

There come to my mind the not infrequent instances where 
certain governments in the other American republics, in a 
spirit of the truest democracy, have undertaken to remedy 
underlying social and economic conditions—the inheritance 
from their colonial days—conditions which have resulted in 
the placing of a very small percentage of the people in con- 
trol of the agricultural land and of the natural resources of 
the entire country. An effort has been made to bring about 
a more equitable distribution of these holdings so that the 
average man and women might be enabled to support them- 
selves and their families upon the land, and in order that the 
people as a whole might obtain a higher standard of living. 
In some of these countries where American nationals have 
undertaken to reside, the holdings which they have acquired 
have been affected by the operation of such policies. The pro- 
tests of these United States citizens to their own Govern- 
ment have been in certain instances loud and angry, and 
when they have been asked what they felt this Government 
should do in the matter, their replies have been lacking in 
precision except for their general conclusion that this Gov- 
ernment should take steps promptly to eliminate in these 
other sovereign neighboring countries what they term the 
“communistic” policies from which they claim they have 
suffered. 

Now, there are, of course, no two principles in inter- 
national law more salutary in themselves and more generally 
recognized than the principle that an alien residing in a 
foreign country is subject to the laws of the country where 
he lives to the same extent as are the nationals of that coun- 
try and, second, that should the legitimately acquired prop- 
erties of aliens residing in a foreign country be expropriated, 
for the purpose of advancing the public welfare of that coun- 
try, such aliens are entitled to equitable compensation there- 
for. I am glad to say that these principles are generally 
recognized and carried out throughout the Americas, and the 
faithful observance of them should be a matter of pride to 
every nation on this hemisphere. The day has passed when 
a citizen of the United States acquiring property in another 
American republic can undertake to maintain that, because 
of his citizenship, his person and his property are free from 
the jurisdiction of the laws and of the courts of the other 






























American republic where he lives, and that he is supported 
in such contention by his own Government. On the other 
hand, should his property be subject to condemnation by due 
process of law, he is, of course, entitled to demand fair com- 
pensation therefor, and in that contention he will be sup- 
ported by this Government just as this Government would 
recognize such right on the part of the citizens of the other 
American republics residing within the United States. As 
I have said on other occasions, the “good neighbor” policy 
is essentially a reciprocal policy. 1 believe that the recogni- 
tion of the inherently reciprocal nature of its principles is 
widespread throughout the continent. 

Although our individual inheritance may differ, there is 
not an independent nation of this continent that has not 
achieved its independence and that has not maintained it save 
through the expenditure of the blood and of the treasure of 
its citizens. The love of individual liberty and of freedom 
is just as deeply ingrained in the national consciousness of 
our neighbors as it is in our own. The principles of democ- 
racy are instinct in every nation of the Americas. Because 
at times, by reason of the stress and strain of domestic vicis- 
situdes, passing manifestations may appear to obscure these 
principles, that does not imply that those ideals upon which 
every nation of this continent has been founded are not sti!! 
uppermost in the spirit of every American people. 

I would by no means underestimate the extent to which 
propaganda of a type alien to our western civilization has 
been spread on our continent during these past years. If we 
look back through the pages of history, we will however find 
that after every great war and after every period of economic 
prostration, panaceas of one kind or another have inundated 
mankind. Any attempt on the part of non-American powers 
to exert through force their political or material influence on 
the American Continent would be immediately a matter of 
the gravest concern not only to the United States but to 
every other American republic as well, and appropriate ac- 
tion would undoubtedly at once be determined upon as the 
result of common consultation between them. But if our 
democratic civilization of the Americas represents effectively, 
as we all believe it does, the bulwark of our independent 
inter-American life, it will remain unimpaired by the fan- 
tasies which suffering peoples in other parts of the world 
have devised as panaceas for their own momentary ills and 
by the propaganda which emanates from them. 

The advance which all of the American nations have made 
towards the achievement of a real inter-American under- 
standing crystallized at the Buenos Aires Conference which 
assembled just a year ago. This achievement we must im- 
peratively maintain and enlarge. The immediate and pressing 
need is a wider comprehension on the part of each one of us, 
not only of our neighbors’ problems, but of the causes of 
those problems. What George Washington University is 
setting out to do through the creation of this Inter-American 
Center, inaugurated tonight, is a singularly striking evidence 
of how our universities and colleges and our private organi- 
zations of many kinds can assist in a practical way in further- 
ing this comprehension. It is far easier to be tolerant and to 
be understanding when you comprehend the nature of you: 
neighbor’s habits of life and of thought, when you know 
his language, when you understand the way in which he 
does business, and when you have a fair knowledge of his 
cultural achievements, and when he in turn knows you in 
the same way. That kind of mutual understanding upon the 
Western Hemisphere which the Inter-American Center of 
George Washington University will, I am sure, do much to 
secure, is one of the most necessary bases for the construc- 
tion of desirable and lasting inter-American relationships. 
It will constitute a touchstone of reality in ‘pan-Americanism. 
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This Ameri Syst 
Is IT TO BE DESTROYED? 
By MERWIN K. HAR‘, President, New York State Economic Council, and Chairman of the Committee for 
American Private Enterprise 
Delivered Before the Women's Republican Club of Massachusetts, at Boston, Mass., Saturday, January 15, 1938 


HAT is “This American System”? Well, more 

than one hundred fifty years ago, our ancestors 

fought and won the American Revolution and threw 
éff the yoke of Great Britain. Then, as someone has said, 
tor the first time in all human history, a highly intelligent 
people became absolutely free. 

What has been accomplished under that freedom is known 
as the American System. It is not only that great material 
benefits have obtained—not merely the fact that most of all 
of the world’s automobiles, radio sets and telephones are 
contained within the United States. It is not merely that 
the United States spends more on education than all the rest 
of the world put together. It is not merely that there are 
ten million persons (with probably twenty to forty million 
dependents) who are direct owners in the larger industries 
of the country—to say nothing of the many millions more 
that are owners in the smaller industries. It is not only that 
forty-two million savings bank depositors and sixty-five mil- 
lion life insurance policyholders are indirectly benefiting from 
this American System of Private Enterprise. In addition to 
all that, there are philanthropic and spiritual benefits. The 
heart of America has been so great that she has covered the 
world with her philanthropies. The Rockefeller Foundation, 
for instance, has done health work in more than forty coun- 
tries—work which has resulted in the saving of countless 
lives and vast improvement in health and in the standard of 
ther countries, lacking either the means or the 
imagination to furnish such facilities for themselves, have 
received free dental clinics provided by the late George East- 
man. No country in the world’s history has ever learned so 
well how to produce the goods and services, to which we give 
the name ‘wealth’; nor has distributed them so widely 
among so large a proportion of the people. And until 
America came on the scene, no country had been able to 
accumulate sufficient wealth to enable it, and had, at the 
same time, the virtue of enlightened charity, to prompt it to 
yo on a broad scale to the relief of people throughout the 
world. 

How did all this happen—did the government plan it? 
It did not—in most cases government kept out of the way. 
No better illustration of this can be given than the automo- 
bile industry, where with neither help nor hindrance from 
government, American Private Enterprise has produced at 
one and the same time, automobiles costing not over one- 
third the price of French-made cars in France, while paying 
wages about three times as great as those paid in France. 
And many hundred thousand men are employed in the auto- 
mobile factories alone—let alone the millions more employed 
in allied industries. 

In contrast with this free automobile industry, we may 
note one industry in which government has long endeavored 
to take a hand, namely, the construction industry. Here, 
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due to government interference in the form of prevailing- 
rate-of-wage-laws, and other means, whereby government 
has, in effect, fixed wages at a high level (without regard 
to demand and supply) we find the construction industry 
has been one of the slowest to come back from the depression. 
As a result, relatively few of the building trades workers are 





employed. ‘Ihe cost of construction is so high that few people 
build unless absolutely obliged to do so. Many people go 
without necessary repairs to their property. Here is a sample 
of government trying to force a European scheme of con- 
trol upon an important part of free American Enterprise. 

Similar stagnation in other fields of Private Enterprise 
may be expected if government control is extended. 

i a 


Now here is where my story really starts. And let me 
say the time has come to handle this subject without gloves. 
The whole American way of life is today hanging in the 
balance—may have gone irretrievably toward destruction 
within six month or a year. And I for one am going to say 
this afternoon what I think—and what I find multitudes of 
other people likewise think. 

During the past twenty vears, new ideas of government 
have appeared—or rather old ideas have reappeared under 
new names. The fundamental principle underlying these 
ideas is tyranny. It is slavery for the vast masses of the 
people—nothing more and nothing less. 

I am speaking, of course, of Russian Communism. The 
group of revolutionaries that founded it, vowed from the first 
that they would communize the world. They nearly suc- 
ceeded in Italy—but there I'ascism arose to overcome them. 
In Germany, communism nearly won out—until the Nazis 
overwhelmed it. I am not here championing either Mussolini 
or Hitler. But I am saying that if it had not been for them, 
the whole of continental Europe would undoubtedly have 
been overrun by Communism. 

In Spain today, what Franco is fighting against is an 
alliance of Communists and anarchists. France today is near 
Communism. Many of her own nationals, if not her actual 
government, have been rendering every aid to the Com- 
munists in Spain. 

In China, Russia’s next-door neighbor, Communism has, 
of course, made vast headway. And if we should become 
involved in war with Japan, we would then be fighting side 
by side with Russian Communism. 

In Mexico, our neighbor to the south, it is well-known 
that Communism has made great headway. So congenial is 
the political and social climate in Mexico, that Leon Trotsky 
was pleased to come, and Mexicans were pleased to have 
him come, to live among them. 

** * & 


And this leads right up to what communism has been 
doing, and is doing, here in the United States. It is doing 
amazingly well. Its subtle wide-spread program is going 
forward by leaps and bounds. Unless the people awaken 
and awaken promptly, the United States will, in all proba- 
bility, come under the complete control of International Com- 
munism. 

And, in my opinion, if this comes about, the chief thanks 
will be due to the present President of the United States. 
For during the past five years, he and his administration, 
directly or indirectly, consciously or unconsciously, have given 
almost unremitting encouragement to alien Communists, and 
to citizens—reds and pinks—all of whom, under the inspira- 
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tion of the ‘Third Internationale, have conducted the most 
remarkable propaganda the United States has ever seen. 

in passing let me pay one tribute to the communists. I 
take oif my hat to them for their zeal. They are willing to 
make any sacrifices, work any hours, suffer any hardship, 
in order to advance their cause. Today, of course, increasing 
numbers of Americans are awakening to the danger. But 
vast numbers are completely asleep. Many still are mildly 
amused at the very idea of communism. They smile with 
an urbanity that they think combines good taste and worldly 
wisdom. They will not believe what these communists plan 
to do to them—even when the communists have had the 
frankness and the decency to tell them about it in advance. 

And many, who give it serious thought, are not willing 
to do much about it. They content themselves with the 
comment that somehow Americans would just not let com- 
munism happen here. 

But it is my conviction that unless there is an awakening, 
compared to which we in America have never yet had an 
awakening, the United States is going communistic—under 
what in later years will be recognized to have been the 
leadership of the President of the United States. 

* De * « 


Now what is the ground for stating that President Roose- 
velt has for five years been leading the country toward 
communism ? 

Let us take first the situation in our merchant marine. It 
is little short of chaotic. For several years now one Harry 
Bridges, an alien, thoroughly communistic in his ideas and 
methods, has been the dominating spirit in stirring up envy, 
hatred, and discontent, among the sailors and other em- 
ployees in our merchant marine. There has been drunken- 
ness at sea, sabotage, willful disobedience of orders. Bridges’ 
agents have stopped at nothing. Complete domination of 
American shipping has been the goal, and to a large extent 
they have attained that goal. Shipowners have been brought 
to the verge of ruin. Employees have been ruthlessly forced 
into unemployment. ‘The passenger service has been so 
brought into discredit by the destruction of discipline that 
one well-informed member of the Federal Congress told me 
within the past two weeks that he would not advise any 
American citizen to travel on a United States vessel. 

The merchant marine comes wholly under federal control. 
The President, if he had been so inclined, could at any time 
have brought about the deportation of Harry Bridges and 
any other aliens that apparently seek the destruction of our 
merchant marine. Therefore, the practical communizing of 
much of this merchant service lies at his door. 
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In a booklet entitled, ““The Communist Party in Action,” 
Alex Bittelman, the author, says on page 20: 

“We must guard against a current opportunist con- 
ception that the capitalist system will collapse by itself, 
under the very pressure of its own difficulties . . 
Lenin maintained, the only way in which we can make 
the situation for capitalism really hopeless is by defeat- 
ing the efforts of the capitalist classes to find a way out 
of the crisis . Fy 


This statement of Lenin is a key to understanding some 
of the measures forced through Congress by President Roose- 
velt—measures most of which were not drafted at all by the 
Federal Congress, but by radicals close to the President and 
who seem to have had him under their complete influence. 

Thus, we have the undistributed profits tax. No edict 
that a dictator might issue could be more effective aid for 
the promotion of communism than this. For it is one of the 
best guarantees that the American System will not recover. 








One oi the great characteristics of free enterprise is that 
individuals and corporations are permitted to save what they 
no not spend. Without this freedom of property, America 
could never have become wealthy. Without her wealth, 
America could not have survived in time of depression. 

But under the undistributed profits tax it is now impos- 
sible for a corporation to save for a rainy day—except by 
the payment of a huge tax. Surely this law, if allowed to 
remain on the statute books, will aid mightily in “defeating 
the efforts of the capitalist classes to find a way out of the 
crisis.” 

Let me mention the Wagner Labor Disputes Act. This 
law, in its title, describes itself as an act to reduce the causes 
of labor disputes. But it has, of course, vastly increased labor 
disputes. The preamble reeks with falsehood. ‘The law pre- 
scribes unfair labor practices—of which the employer may 
be guilty—does not recognize that the labor agitator can be 
guilty of any unfair practices. It is just about as one-sided 
and unfair and ex-parte as it is possible to make it. It has 
brought trouble in almost every section of the country. It 
has, in effect, licensed unprincipled labor agitators, either 
Communist or of some degree of radicalism, to prey upon 
Private Enterprise. It has driven a wedge between em- 
ployer and employee that has been utterly destructive of 
teamwork—and teamwork has been one of the foundation 
stones of successful American Enterprise. It is not too much 
to say that the “Wagner Labor Disputes Act bids fair to do 
for all American industry what Harry Bridges has done for 
our merchant marine. 

Communism is no form of government for an intelligent 
people—for one possessing wealth, already widely distrib- 
uted, and with ample facilities for increasing that wealth. 
In order for Communism to win in such a country, it is 
necessary, in such a crisis as faces us today, just as Lenin 
said, ‘to defeat the efforts of the capitalist classes to find a 
way out of the crisis.” There is no better way of doing this 
than by piling up such a debt as will utterly discourage the 
people. And just this is taking place, as we know too well. 
Already the federal debt is more than thirty-seven billion 
dollars, having increased eighteen billion dollars since March 
1, 1933. The total public debt (including state and local) 
today stands at about fifty-five billion dollars. That means a 
mortgage of roughly twenty per cent on the whole national 
wealth. This may be compared with the total public debt 
of only about five billion in 1916. 

Now, in the first place, there is no prospect that under 
President Roosevelt this federal debt will cease growing. 
In the next place, if this new depression proves to be another 
major depression, and if similar extravagent methods are 
taken for fighting it, we could easily add twenty billions 
more to the federal debt—that is, unless financial collapse 
sooner resulted. And if the country were maneuvred by 
our Communist friends into war against Japan, then we 
might easily add forty billions to the debt. 

So our debt situation today is already so bad that few 
appreciate its significance. And there are excellent chances 
that it will become vastly worse. 

* * 7 * 


Turning now more personally to Mr. Roosevelt, if we 
examine his speeches, we find that while on occasion he has 
rendered lip service to Private Enterprise and the American 
System. Indeed during the 1936 campaign he repudiated 
communist support. But actions speak louder than words. 
Running through most of his addresses since the spring of 
1933, we detect a veritable hatred of Private Enterprise. 
His friends speak of his annual message to Congress last 
week as relatively mild—and so it was—for him. Yet, 
nevertheless, in the tone of his voice was the same old hatred. 
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k'rom whence comes this hatred—from whence comes this 
contant attitude of attack upon American Private Enter- 
prise—this desire to discredit it. “This is entirely clear. Mr. 
Roosevelt, throughout his entire terms of office, has found 
the association of radicals particularly pleasing. He and 
his household have lived in the atmosphere of radicalism. 

ew of the friends and associates of the President have 
been conservatives. When a conservative businessman sees 
the President, it is front page news. Among the President’s 
close associates has, of course, been John L. Lewis, the head 
ot the C. lL. O. Lewis has had a degree of access to the 
White House that has been equalled by few, if any, of the 
responsible and important businessmen. It is a matter of 
record that Lewis’ C. 1. O. contributed several hundred 
thousand dollars to the President’s party campaign fund. 
That there was a close understanding between them is shown 
by the fact that Lewis then openly demanded that the Presi- 
dent deliver to Lewis the quid pro quo which he expected 
in the form of full support to the C. I. O. in its automobile 
strikes. 

In the New York Times of February 23, 1937, it was 
stated that the previous day, in a conversation that Angelo 
Herndon, a Negro Communist, had with the President, the 
President asked Herndon how he stood on his Supreme 
Court Reorganization Plan. Herndon replied that that de- 
pended on how the Supreme Court decided his case. How, 
incidentally, did the President of the United States and the 
Negro Communist, Herndon, come to be in conversation 
at all? 

Lastly, a careful reading of Mr. Roosevelt’s speech of 
Acceptance at Philadelphia on June 27, 1936, shows such 
striking similarities with passages from the famous Com- 
munist Manifesto, published in 1848 by Karl Marx and 
riederick Engels, that it would be an extraordinary coin- 
cidence if the writer of that speech had not had this Com- 
munist Manifesto in mind. 

To sum up, then, Mr. Roosevelt has permitted the de- 
moralization of the American Merchant Marine at the hands 
of the Communistic Harry Bridges. He or his radical friends 
conceived and he forced through the utterly Communistic 
undistributed profits tax; which, if it continues to stand, 
will prevent corporate private enterprise from going to its 
own assistance in future depressions. He forced through 
the Wagner Labor Disputes Act, which has brought dismay, 
distress and disaster to both employers and employees. He 
has forced the spending of fabulous sums, much of which, 
as the four and a half billion dollar relief appropriation of 
1936, was unquestionably used in substantial part to re-elect 
himself. His associates have been the radicals and have in- 
cluded some of the most Communistic-minded men of the 
day. And his speeches, especially his acceptance speech of 
1936, suggest clearly the Communistic origin of his plans. 
[ unhesitatingly submit this data as tending to show that 
the President is communizing the United States. 

* + 7 * 


The Communistic attempt to undermine the American 
System of Private Enterprise is certainly at work on a broad 
front. It is a fair question to ask whether one of the most 
recent efforts of Communism in the United States is not 
now being put forth through the so-called Civil Liberties 
Committee of the United States Senate. This committee 
consists of Senator Robert M. LaFollette of Wisconsin and 
Senator Elbert D. Thomas of Utah. A third member of the 
Committee was appointed, but he died and his place has 
never been refilled. 

The Civil Liberties Committee was appointed pursuant to 
Resolution 266 adopted by the United States Senate on 





June 6, 1936. The pertinent part of this Resolution reads 
as follows: 

“RESOLVED, That the Committee on Education 
and Labor is authorized and directed to make an investi- 
gation of violations of the rights of free speech and 
assembly and undue interference with the right of labor 
to organize and bargain collectively.” 


This committee at first made an investigation of strike 
breaking and industrial espionage. It then announced that 
it proposed to investigate “vigilante” organizations. 

The New York State Economic Council, of which I hap- 
pen to be President, was called upon by this committee to 
produce its papers, although we have at no time violated any 
of the rights specified in the Senate resolution. And we 
were surprised to be asked to turn over to the committee, 
any files of correspondence we had had with any anti-com- 
munist organizations. We inquired what Communism had 
to do with the terms of the Senate resolution. We respect- 
fully declined to comply with the committee’s demand. 

Then we began to make inquiry, and this is what we 
found. Apparently, the idea of the Civil Liberties Committee 
was conceived by neither Senator LaFollette nor Senator 
Thomas. Back in the winter of 1936, Mr. Gardner Jackson, 
of the American Civil Liberties Union, gave a private dinner 
at the Cosmos Club in Washington. Most, if not all, of the 
guests were well-known radicals. A fairly first-hand story 
of this dinner is given in the March, 1937, issue of Fight! 
the organ of the Communist-founded League Against War 
and Fascism. 

We have prepared and will shortly publish a study of the 
Communistic or other radical activities of the principal 
groups represented at this now-historic dinner. 

We took four leading individuals connected with the 
founders’ dinner. We traced the leading radical groups with 
which they were affliated, sixteen in number. We then 
traced the leading officers and directors of these sixteen 
groups, obtaining a list of sixty individuals, each belonging 
to anywhere from three to ten of these sixteen organizations. 

We then checked these sixty individuals against three out- 
and-out Communist, Socialist, and Russian organizations. 
Thirty-seven individuals belonged to one or more of them. 

We then further checked these sixty individuals against 
reports of investigations into subversive activities conducted 
by the U. S. House of Representatives and the New York 
Legislature. Thirty-two of these individuals have been 
identified in one or more of these reports as radicals. Mrs. 
A. W. Dilling’s book, “The Red Network,” lists 14 of them 
as members of the Communist Party and twenty as members 
of the Socialist Party. And let it be said that Mrs. Dilling’s 
book is authoritative—that its accuracy has never been chal- 
lenged, so far as we can learn. 

Therefore, it is clear that these four individuals present 
at, or appointed by the Cosmos Club dinner, are simply part 
of the broad united front of revolutionary radicalism in the 
United States. 

Of the “sixty individuals” above mentioned, twenty-three 
are officially connected with the American Friends of Span- 
ish Democracy; twenty-four with the Berger National 
Foundation ; twenty-one with the Conference for Progressive 
Political Action; twenty-two with the Fellowship of Recon- 
ciliation; eighteen with the Garland Fund; thirty-five with 
the League for Industrial Democracy (including the Church 
League for Industrial Democracy); and sixteen with the 
World Congress Against War. All these organizations are 
either Communistic or Socialist. All are opposed to the 
American System. 

Time forbids discussing these organizations further. But 
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it is clear that they are part of a mighty front, whose object 
is to overthrow the American System and to substitute some- 
thing else. 

To come back to my point, it would seem that the so- 
called Civil Liberties Committee of the Senate had its in- 
spiration, and is now receiving its constant support, from this 
group of destroyers. Those who seek to disrupt and tear 
down the American System are investigating those who wish 
to preserve it for their children. 

$e es & 


It is my conviction that there is no hope from the present 
President of the United States. After five years in office 
he is still essentially against private enterprise—still consorts 
with radicals. He is still the major factor making for the 
coming of communism. 

The hope lies in Congress. 

* © # «& 


Freedom had its birth in the place where we stand today. 
Boston has been called the Cradle of Liberty. Near here 
are Bunker Hill and Lexington and Concord—names that 
may soon be forgotten, if the fight of the next six to twelve 
months is lost. 

And what is that fight? It is not merely to check these 
Asiatics in spirit—who, with their misled American-born 
brothers, are engaged in this latest assault of the fanatical 
East upon Western civilization. If we merely check them, 
we only postpone the day of reckoning—merely give these 
hordes time to re-form and come back. They must be com- 
pletely put to rout. 

And this can be done—if only the people care enough 
about the Anierican System to want to save it. 

Here then is a challenge to all America. And where, if 
not among the women of Massachusetts, will this challenge 
be accepted ? 


Wages 


‘SOME SIMPLE ECONOMIC TRUTHS 


By DR. NEIL CAROTHERS, Dean of the College of Business Administration at Lehigh University 
Over a national network of the National Broadcasting Company, Monday evening, January 10, 1938 


E have a difficult subject tonight. It is wages. If 

you think wages a simple subject consider this: 

When we undertook to end depression in the United 
States, we tried a nation-wide raising of wages; when the 
Australians undertook the same thing, they tried a nation- 
wide reduction of wages. 

The subject of wages is as wide as all economic life. Here 
we must reduce it to general principles, admitting that they 
have some minor limitations and exceptions. Here are your 
general principles. 


(1) Wages are not what we get in the pay envelope, 
but what we can buy with it. 

(2) Wages come from one source only the nation’s 
production. 

(3) In final analysis wages are not paid by capital- 
ists but by wage-earners themselves. 

(4) Wages adjust themselves to the value of the 
workers’ product. 

(5) The power to set wages by law is greatly limited 
by economic forces. 

(6) Wages can be so low in certain lines that they 
are socially injurious. 


There are about 40 million people in this country draw- 
ing salaries or wages. In 1929 the average wage of a full- 
time industrial worker was well over $1,300. In 1936 it was 
more than $1,100. Such average wages are unknown in 
other countries. —The wage in a given industry in America 
will be $5 a day, in England $2.50, in Czechoslovakia $1. 
An American steel-worker gets almost exactly four times 
what the French steel-worker gets. Even when we allow for 
differences in the cost of living, the American worker gets 
a much higher wage. 

These wage-rates are not accidents. They are fixed by 
economic law. A nation produces so much in goods and 
services. A part of this product goes to the owners of land 
and capital, about 25 per cent. But of this 25 per cent a 
large proportion is immediately paid out in salaries and 
wages; another large part goes into capital which employs 
labor. All but a small part of the nation’s total product goes 
to the workers. The wage-rate of a nation is basically merely 


a balance of the total number of workers against the total 
production. 

So much for the general wage-level. But what explains 
the extraordinary differences in wages? Why will a movie 
actor get $200 a day, a carpenter $10, a shop-girl $3. We 
run into some pretty stiff economics here, but it is necessary 
if you want to understand our wages problem. Here goes. 
Consider our working population as a vast pyramid, marked 
off in parallel layers. There is a tiny layer at the top. There 
you will find a group of exceptional individuals, with very 
high earnings, a bridge-builder, or Will Rogers. A larger 
layer beneath contains a group of highly skilled persons, a 
surgeon or a public accountant. The next layer is much 
larger. There you find skilled mechanics and trained busi- 
ness workers, a locomotive engineer or an expert salesman. 
At the base of the pyramid is a huge layer. In it are the mil- 
lions of untrained and unskilled, the cotton-picker and the 
dish-washer. 

In that pyramid you find the explanation of wage varia- 
tions. Society can pay only so much for any given type of 
work, coal-mining or farm-work or shoe-shines. The number 
of qualified workers in those different layers in the pyramid 
is pretty well fixed. Wages are set by society’s demand for 
the workers in the different layers. A carpenter will get 
$1.40 an hour, a common laborer 45 or 50 cents. Babe Ruth 
got $75,000 a year. If there were a hundred thousand Babe 
Ruths, ball-players could be hired for less than a hundred 
a month. 

The wages of any group of workers are paid ultimately by 
the production of other workers, the production of one group 
exchanging for the production of other groups. This is why 
artificial measures to raise wages or to beat down wages 
are equally bad. If wages are forced up unnaturally in any 
line, it reduces employment and total wages in that line. 
And it lowers the wages of all other workers by forcing 
them to pay unnatural prices for products. 

Every decent citizen wants to see higher wages in Amer- 
ica. But employers do not set wages. Workers do not set 
wages. Governments do not set wages. There are two roads 
to higher wages. One is to increase national production. The 
other is to reduce the numbers in the bottom layer of that 
pvramid. I wish that every man in America could see this 
simple economic truth. 
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Is International Law Any Use Today? 


A SINGLE WORLD-STATE IS A DREAM 


By PROFESSOR J. L. BRIERLY 
Over British Broadcasting System from London, England, January 3, 1938 


HE question is a legitimate one; but to answer it we 

need to know what it is that we expect International 

Law to do for us. If we know the function that Inter- 
national Law ought to be fulfilling in the life of the world, 
we can go on to ask how far it is fulfilling that. function, and 
so answer the question whether it is any use today. 

Let us begin by taking a bird’s-eye view of the legal ar- 
rangements under which we all live. The whole of the habit- 
able world today is divided politically into about sixty states, 
and in each of these states men and women live under a 
national system of law. Some such subdivision of the human 
race for purposes of government is inevitable; a single world- 
state is a dream, because the mere numbers make it unwork- 
able, and it is not even in my opinion a beautiful dream, be- 
cause differences of race, culture, and many other things make 
it undesirable that we should all be governed on a uniform 
pattern, even if that were possible. We may start, then, from 
the fact that the lives of individual men and women, so far as 
they are regulated by law, are and will continue to be regu- 
lated by differing and separate national systems of law. 

‘That, however, brings us up against the fact that these 
national systems have to exist together on the same planet. 
And here we have a fact which has become much more for- 
midable than it used to be because of the interdependence 
of modern states. It is a commonplace to point out that 
modern means of communication have made the contacts 
between nations much closer and more numerous than they 
were until even quite recent times, and that there is not a 
single one of them today in which men could continue to 
live the life they have grown used to living if they were cut 
off from the commodities which they import from abroad. 
Consequently, if these inevitable contacts are not to lead to 
sheer anarchy, it cannot be left to each national system to 
decide the sphere within which it is itself to be effective 
(if that is what national “sovereignty” means, and that is 
just what the term often does mean, then sovereignty is 
impossible)—-we must have a law which coordinates the 
several national systems of law, which defines, as lawyers put 
it, their respective “competences,” the spheres within which 
each is entitled to prevail and from which the others are to 
be excluded. And this is what International Law tries to do. 
It is not a law that lays down directly what you or I may or 
may not legally do—it leaves that to the national systems; 
but to each of these national systems its function is to say: 
“Thus far and no further”—‘Such-and-such is the sphere 
within which the governmental power of Britain is entitled 
to be effective, such-and-such is the sphere of France, and 
so on.” 

Primarily, we know, these spheres which International 
Law allots, so to speak, to the various national systems are 
defined territorially—that is why so much of its content 
consists of rules as to how territory is lawfully acquired, 
and what it consists of—for example, how far a state may 
include areas of the sea or the air in its territory. But 
these spheres of competence are not wholly territorial ; states 
have certain competences outside their territory—for ex- 
ample, over persons who have their nationality wherever 
they may be, on the high seas which do not belong to any 
one state, or, in certain very exceptional circumstances, even 
in the territory of other states. So that when we say that 


International Law has this apparently simple function of 
determining the spheres of competence of the national sys- 
tems of law, we must realise that the formula covers a mul- 
titude of questions which are in fact anything but simple ; 
and, of course, also it is part of this function not merely to 
allot its sphere to each national system, but to ensure, as 
well as it can, that each of these systems keeps within its 
allotted sphere. For this International Law must provide 
means for the settlement of disputes, such as the Permanent 
Court of Justice at The Hague, machinery for arbitration, 
conciliation, and so on. 

Having now, I hope, got at least some general idea of 
what it is that International Law is trying to do for the 
world, let us turn to the present situation. What is it that 
is leading men to be cynical about the usefulness of Inter- 
national Law, or to assume that it is a dead letter? We all 
know that it is because two or three powerful states have 
recently shown their contempt for the law by breaking 
treaties to which their national honour was pledged, and 
because they have to all present appearances been able to 
do this with impunity. Now the last thing I wish to do is to 
palliate these events. They are terribly grave events, which 
have brought untold misery to millions of innocent men 
and women in the countries affected. All that I ask you to 
do is to regard these events in a wider setting. For it is a 
fact that they are exceptional events. Horrible as they are, 
the fact remains that International Law generally goes on 
being observed. Nations for the most part are still regulating 
their relations with one another according to its precepts— 
still keeping within the sphere that International Law allots 
them. Do not be misled as to the real situation by current 
discussion about the “sanctions” of International Law; I 
know there are very grave difficulties about enforcing Inter- 
national Law if a state is set on violating it, but to speak 
of these here would take me far beyond my present subject. 
The point I am discussing at the moment is not whether 
states can be made to obey International Law if they do 
not wish to (that may be difficult), but whether in fact they 
do obey it; and as to that there is no doubt whatever that 
if you look at international relations as a whole, and not 
merely at the exceptional cases in which the law is violated, 
the answer is that they normally do. Their differences are 
normally resolved by asking which of the states concerned 
has the Jegal right, and not which of them has the greater 
might. The public hears little or nothing of this routine 
observance of the law which is constantly going on; for the 
very fact that it is part of the routine of all the foreign offices 
means that it has no “‘news value.” What the public does 
hear of are the violations of the law, because these are excep- 
tional and often sensational. 

But admitting all this, I can imagine the critic saying, 
does it mean more than that International Law is observed 
in comparatively unimportant matters? And is it not true 
that it counts for little or nothing when a strong nation 
thinks that its interests would be advanced by a violation 
of the law? Now I should agree that it is easy to point to 
specific cases, such as the recent attacks on Abyssinia and 
China, where the Law does seem to have counted for noth- 
ing; but I should still argue that these cases are exceptional, 
and that they do not prove that in important matters gen- 
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erally states take no account of International Law. Most 
states consistently take account of it, even in the big matters, 
and all states do so more often than not. But I should like 
to look at these flagrant, but still exceptional, instances of 
law-breaking for a moment from rather a different point of 
view. When we are inclined to use them to prove that 
International Law is very little use, we are in danger of 
falling into a rather misleading way of thinking about law 
in general. Of course, we all know, if we stop to think 
about it, that law is not, and never can be, a self-acting 
force—that it depends for its strength on the strength of 
the law-abiding sentiment of the community to whose con- 
duct it applies. But it is very easy to fall unconsciously 
into this mechanised way of thinking about law, and it is 
particularly easy for those who live in a specially law-respect- 
ing country like Great Britain to do so. Yet if you extend 
your view of law to the world as a whole, you will be left 
with no illusions about its fragile character; you will find 
that national systems of law which are just and stable are 
the exception rather than the rule. Comparisons in this mat- 
ter are not easy, but I should doubt very much whether 
International Law, even taking into account the flagrant 
cases of its violation, is less well observed than the generality 
of national laws. These flagrant breaches of International 
Law which we have in mind are almost exactly comparable 
to the coups d'état which occur so frequently in certain parts 
of the world. Yet we do not say that in a state where revolu- 
tions occur at frequent intervals—let us call it Barataria— 
there is, on that account, no Jaw; nor, I imagine, do the 
Baratarians feel that these periodical shocks to their legal 
system destroy the whole value of it. 

Perhaps I have said enough to convince you that Inter- 






national Law, despite its admitted imperfections, and despite 
the grievous wounds that it has recently received, is still 
rendering essential services to the life of the world. I am 
inclined to think that much of the present disillusionment 
is due, not to any real deterioration in the law-abiding senti- 
ments of the world, but to the fact that many of us had 
believed that after the lessons of the Great War, those 
sentiments would become, or even that they had become, 
deeper and stronger. If we compare recent, with pre-War 
international conduct, I doubt if there is any serious retro- 
gression; the change, I believe, is rather in our own standard 
of judgment. We are shocked today by events which a 
generation ago we should have considered regrettable no 
doubt, but not very surprising. If you will read a book 
such as Mr. Lowes Dickinson’s International Anarchy, 
1904-1914, I don’t think you will be left with the impression 
that international conduct is much worse than it was. 

But, of course, that is not enough. We are right to raise 
our standards, and to hope and work for their translation 
into a more law-abiding international community. For the 
danger of tolerating international lawlessness is infinitely 
greater than it was. A generation ago breaches of the law, 
morally just as bad as those which have occurred in our 
own time, did not endanger the whole fabric of our civilisa- 
tion; today they do. May I end then by asking you to be- 
lieve, not only that International Law is of some value to 
the world even as things are, but that it is the vitally urgent 
task of our generation to work for its strengthening and 
improvement, and may I add too that that is not a task 
for specialists in the subject, but one in which all of us 
can help? 


A Republican Program 


THE WAY OUT OF THE DEPRESSION 
By COLONEL FRANK KNOX, Publisher of the Chicago Daily News 


At a dinner in honor of Honorable Harold H. Burton, Mayor of Cleveland, Ohio, at the Hollenden Hotel, Cleveland, Ohio 
on Tuesday, January 11, 1938 
Broadcast by the National Broadcasting Company 


you so’s. 

foretold many times by those who disagreed with the 
economics of the New Deal, including your speaker. I was 
threatened with arrest in Pennsylvania if I did not retract 
my warnings. But a people, seriously alarmed over the swift 
return of depression conditions, will not listen patiently to 
explanations of why this is so. They want to know the way 
out. If the Republican party can point the way back to good 
times, the voters will restore our party to power. If we 
content ourselves with nothing but indictments of the New 
Deal, which has admittedly failed to find the way out and 
has merely plunged the country into a new kind of depres- 
sion, they will turn elsewhere. 

The Republican party’s historic part in the amazing record 
of national development since 1860 has been a “‘constructive”’, 
not a “destructive” one. Our party during the epochal three 
fourths of a century, has been the opposition party but three 
times. It is unused to that role. Its genius has been positive, 
not negative. And unless it can become “positive” again, its 
service is ended and the party will die. 

It should not be difficult, with such a record, for the 
Republican party to resume its accustomed role of affirmative 


’s.” It is true that what is happening now was 


T= people are in no mood right now for any “I told 


action. Hope for the future welfare of the country as a 
whole depends upon such a course. The sole alternative to 
a continuation of the unsound economics and disastrous pol- 
icies of the New Deal is a restoration of the Republican 
party to power. Hence it is imperative that Republican 
leadership address itself to the formulation of a progessive, 
forward-looking, economically sound program—a program 
which will recall to its support the popular following that 
gave the party almost continuous domination in national 
affairs through three successive generations of American life. 

We have heard much lately, some of it of an almost 
criminal incendiary character, of the evil of monopoly. The 
charge was made, ridiculous as it is, that the present Roose- 
velt depression was caused, not by the utterly unsound eco- 
nomics of the New Deal, but by a conspiracy of big business 
through monopolistic control of industry and finance. This 
was so palpably absurd that it failed of support even by the 
President himself in his latest message to Congress. There 
are several kinds of monopoly—natural monopolies, such as 
telephones, street cars and electric power, and then there 
are artificial monopolies effected through improper unsocial 
methods. There is a third kind of monopoly which consists 
of a monopoly of the domestic market for any manufactured 
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article made possible by excessively high protective tariffs. 
‘Lhe first type of natural monopoly must be regulated by 
law; the second type, artificial monopolies, must be stamped 
out by enforcement of existing anti-monopoly laws. ‘he third 
type, which is most costly of all to the consuming public, | 
propose to discuss in some detail here. 

It should be remembered that the Republican party came 
into existence as the champion of free labor. It was alsu 
the mouthpiece and exponent of the farmer, who owned, and 
farmed his own farm. It rose to power and remained supremx 
in national affairs so long as it remained primarily the 
political spokesman of the farmer and the worker. As the 
particular champion, from its birth, of free labor, the Repub- 
lican party sought to promote domestic industry in order to 
provide employment. ‘To the end that such industrial labo: 
be paid a high wage, and thus be provided with purchasing 
power wherewith to buy the products of farm and factory, 
the Kepublic party, from its beginnings, was the champion 
of a protective tariff, sufficiently high to enable infant Amer- 
ican industry to develop to a point where it could meet world 
competition, and also sufficiently high to protect an American 
standard of wages against unfair competition with cheaper 
foreign labor. Quite naturally and inevitably, the pursuit 
of such a policy attracted the support of the owners and man- 
agers of industrial plants, no less than of the workers, who 
were enabled to earn the highest wages paid anywhere, and 
the farmers, who found the domestic markets in the indus- 
trial centers their most profitable outlet for their commodities. 
It was this three-way source of support—that of the indus- 
trial worker, the farmer and the industrialist—that gave the 
Republican party its long lease of power. From Lincoln to 
‘Theodore Roosevelt, there was but one Democratic presi- 
dent, Grover Cleveland. 

But in this long period, under the operation of a protective 
tariff, evils grew up. The demands of selfish interests tor 
higher and higher rates which would enable them to avoid 
competition with foreigners in the domestic market led to 
greater and greater participation in, and control of, pai 
affairs by the business interests who were the beneficiaries 
of excessively high tariff rates. This growing domination by 
powerful business interests, enabled them, through excessivel) 
high tariff rates, to enjoy a monopoly of the domestic market. 
It was paralleled by a growing sense of dissatisfaction amony 
farmers over high tariff rates that provided an indirect 
subsidy to highly protected industries, increasing the cost of 
everything the farmer must buy, the while he was compelled 
to sell his surplus products in a free world market. Here 
may be found the beginnings of the farmer demand for some 
form of subsidy from the government, that is, from the same 
source whence came the indirect subsidy to industry, in the 
form of excessive tariff rates. Finally a struggle for party 
control was precipitated. The party in the campaign of 1908 
had declared for downward revision of the tariff. Despite a 
brilliant and prolonged fight for such a revision, led by such 
liberals as Dolliver and Cummins of Iowa, Beveridge of 
Indiana, Nelson and Clapp of Minnesota and LaFollette of 
Wisconsin, the tariff in its most important schedules was 
revised upwards. The Republican party was defeated in the 
next election. 

This defeat has a direct bearing upon party policy now in 
the making. It carries a lesson which can be ignored only at 
the peril of defeat in 1940. The first to restore popular con- 
trol of the Republican party in 1912, which divided the 
party and led to defeat, was immediately followed by the 
outbreak of the World War, with its consequent abnormal- 
ities in American economic life. In 1917 we were drawn into 
the war ourselves, and the close of hostilities raised the cur- 
tain on a contest over international relations which com- 
pletely subordinated domestic economic problems. The admin- 








istration of Harding, Coolidge and Hoover, which followed, 
were each in turn dominated by either an unhealthy and 
ephemeral post-war prosperity, or an equally abnormal war- 
made depression. Of interest to this discussion is the tact 
that at the beginnings of the last Republican administration 
the tariff was again revised, and revised upwards. Defeat 
followed. 

‘The upward revision of the Tariff in the Hoover admin- 
istration was not, of course, the sole cause of defeat, but it 
contributed to that end by emphasizing party domination b, 
large business interests, enriched through the indirect sub- 
sidy of an excessively high tariff, under which they were 
freed completely from competition in the domestic market. 
in the last campaign, the Republican party came to be 
regarded, by millions of workers and farmers, as the special 
representative and spokesman of entrenched wealth. This 
was so true in my home city of Chicago that every single 
ward dominated by industrial workers was lost by Repub- 
licans, and in the state of Illinois, every county which con- 
tained any considerable industrial activity went Democratic. 
This is an unpalatable truth. But the time has come to face 
unpleasant facts if the party is to be saved for future 
usefulness. 

The Republican party must become again the party of the 
plain folks of America—the sort of people who gave it life 
75 years ago and the same sort of people who kept it in 
power most of that time. We must speak in unmistakable 
terms of those industries which, through excessive tarift 
schedules have enjoyed a monopoly of the domestic market 
and thus inordinately increased the cost of living for both 
farmers and workers. We must say to them: If you do not 
believe in a system of direct subsidies from the government 
for the farmer, you must abandon your insistence for an 
indirect subsidy through excessively high tariff rates for 
yourselves. We do not mean by this the abandonment of 
the protective principle but we do mean that that principle 
shall cease to be made a cloak for monopolistic practices at 
the expense of the entire consuming public. We would retain 
a full measure of protection for the American standard of 
wages, we would protect the worker against competition with 
cheap labor abroad. But beyond this we would not go. The 
fiction of infant industry which must be protected against a 
more mature and competent foreign manufacturer is out- 
worn. It is farcical. No where in the world has there been 
greater progress made in the last 50 years in industrial 
methods than in the United States. No where has nature 
been more bountiful in her gifts of raw materials. To assume 
that American industry, aside from labor costs, cannot com- 
pete successfully with foreign manufacture is palpably absurd. 

The Republican party, sponsor and champion of the pro- 
tective principle from its birth, must now recognize that 
the time has come to reduce the protection to fit the change 
in condition. Protect wage standards, yes/ Continue to 
protect monopoly, no/ 

Such a declaration, if made in such fashion as to carry 
conviction, would accomplish several things. The Republican 
party could then, with both logic and justice, oppose any 
project for direct cash subsidies to agriculture. It could 
oppose the necessary regimentation of the farmer under 
compulsory control from Washington, essential to any scheme 
of direct subsidy. It could hold out to the farmer the oppor- 
tunity to buy his necessities in a market free from monopoly 
where the maker of the things he had to buy no longer 
enjoyed an indirect subsidy from the government. The farmer 
has not and will not oppose adequate protection for Amer- 
ican wage standards, for he enjoys the benefit of high pur- 
chasing power thus provided. But he does oppose, any will 
continue to oppose an excessive protection that gives some 
American industrialists a complete monopoly of the domestic 
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market at the expense of the consumer, a protection that 
goes far beyond the needs of American wage scales. If this 
unfair advantage is taken away from industry, the American 
farmer will readily forego his present demand for direct sub- 
sidies from government. In his heart he does not believe in 
them. He knows they necessarily imply a surrender of his 
individual freedom of action. He knows they entail an intol- 
erable drain on the treasury which means a continuance of 
an intolerable tax burden. If business will be reasonable in 
its demands, so will the farmer. 

To prove the orthodoxy of my Republicanism, let me 
quote from some of the speeches of that famous debate on 
the tariff in 1909. Said that sturdy son of the Northwest, 
Senator Knute Nelson: 


“The only way we can make the American people a 
happy and contented people, is to give fair and reason- 
able protection to every industry that needs it, but not 
one particle more—when you step beyond that point, 
you have no justification.” 


Thus that first of the great liberals of Republicanism, Senator 
Jonathan P. Dolliver: 

“T am a firm believer in the Republican doctrine that 
the duties ought to be at least high enough to bring the 
importer and the manufacturer together in our market 
place in terms cf fair competition. 

“The protective tariff doctrine is sound. It fails 
only through the inequality with which it is applied to 
our affairs. It fails only when avarice and greed, anxious 
to make more money, have such influence with Congress 
as to rewrite our tariff laws, not in the interest of the 
public, not in the interest of the unnumbered millions 
of our people, but in the narrow, naked personal interest 
of a few men scattered here and there in various sec- 
tions of our beloved country.” 


Hear what that great senator from Iowa, one of the great 
Republicans of all times, Albert B. Cummins, said: 


“They (the people) have witnessed the gradual weak- 
ening of the forces of competition in the larger fields of 
industry, through concentration, combination, agree- 
ments . . . they have seen competition shut out of some 
of these fields by the intervention of excessive import 
duties . the people know what they want with 
respect to revision . . . and their intelligent, educated, 
patriotic instinct is just as certain with respect to the 
tariff as it was with respect to transportation and monop- 
olies. If we fail now to substantially reduce the duties 
upon the important schedules, we but postpone the 
justice due to the people, a justice which, thanks to the 
genius of our institutions, they have power to enforce, 
and which in the fullness of time they will enforce.” 


And the brilliant Beveridge of Indiana: 


“I think that those who are attacking the system 
of protection are those who would keep rates at a fixed 
price if they could, but I think the greatest defenders 
of that system are those who insist that rates shall be 
fixed by justice, and that whenever the will of the people 
decrees that some rates shall be moved downward, that 
we would register their decree.” 


And the elder LaFollette, speaking the language of Amer- 
ican liberalism, added these burning sentences: 


“Having ascertained that there is a control of markets 
by a monopoly or combination, a tariff committee or a 
tariff commission should ascertain where there is any 
difference in the cost of that product and in the com- 
peting foreign product. Having ascertained exactly what 
that shade of difference is, the duty should be cut down 





to the bare level of that difference in the wage cost. 
There may be a difference in the rates of interest or 
capital; there may be a difference in other conditions 
that would make the American product cost more to 
produce, but the American producer is not entitled to 
have those things considered when, under the shield ot 
protection afforded him by the Government, he builds 
up monopolies and combinations to destroy one of the 
vital principles of the protective system, namely, com- 
petition between him and other domestic producers.” 


What I am advocating is a return to the liberalism of 
the Republican party, in the days before the war and its 
consequences had intervened to halt the adaptation of the pro- 
tection principle to changed conditions. If we are to regain 
our position as the dominant party in national life, we must 
again command the support of worker and farmer by intelli- 
gently combatting the machinations of those who would con- 
vert the benign policy of protection into a mechanism to 
foster a monopoly of the domestic market at the expense of 
the consuming public. 

But such a return to Republican liberalism in tariff mat- 
ters is but part of a constructive program. It was under 
Republican auspices in both state and nation that the essen- 
tial justice of collective bargaining between capital and labor 
was first recognized by law. It was almost wholly in Repub- 
lican governed states that the right of laboring men to organ- 
ize and to bargain through their chosen representatives was 
first guaranteed. It has always been in states traditional], 
Democratic that such recognition of the workers’ rights has 
been withheld. We must not permit this proper political 
advantage to be forgotten—but we must deal with both labc: 
and capital frankly and honestly. The right to bargain col- 
lectively if it is to be fruitful assumes the conclusion of a 
bargain. A bargain is a two-sided arrangement that must 
be kept by both sides. A bargain that is not faithfully kept 
is no bargain at all. Furthermore, no effective bargaining is 
possible if both sides are not entirely free to choose their 
own representatives and proceed without coercion or intimi- 
dation. 

Collective bargaining is now a part of the law. Its con- 
stitutionality has been affirmed by the Supreme Court. The 
right to bargain is no longer debatable. It remains there- 
fore to provide equitable procedure, fair to both sides and 
designed to minimize resort to force—either by employer or 
employees. 

Labor has great and fundamental difficulties to overcome 
before it can secure maximum advantage from its right to 
bargain collectively. It must put its own house in order. 
It must present on a national scale a cohesive united front. 
Labor itself is the worst sufferer from division in its own 
ranks. The jurisdictional strike disastrously discredits labor 
unionism. A common front must be achieved if real progress 
is to be made. But a united labor movement is not enough. 
It must establish discipline in its own ranks and it must 
develop a sense of responsibiilty in its local leadership. The 
purpose of a labor union is not the fomenting of class spirit 
and class struggle accompanied by violence and strife. It is 
the peaceful achievement of understanding between employer 
and employee. This can only be accomplished by well dis- 
ciplined unions, capably and responsibly led. 

English labor, with longer experience behind it, has found 
the solution of this difficulty in the licensing of labor union: 
as non-profit organizations with well defined rights and 
responsibilities under the law. The British licensing system 
is not incorporation of unions. It provides orderly procedure 
but does not require financial responsibility such as is requ 
of a profit-making corporation. The right to strike to enforce 
collective bargaining is preserved. Financial accountability 
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of the union officials to their own members is required. Such 
4 provision in our law would do much to end racketeering by 
pseudo-labor leaders who mercilessly exploit their victims in 
order to line their own pockets. Both your city and mine 
can testify about that. The English law also forbids strikes 
designed to coerce the government—a provision that must 
appeal to every class in America except those subversive ele- 
ments who have infiltrated labor’s ranks in order to destroy 
our institutions of government and substitute those of a dicta- 
torship of the proletariat. 

‘there is still another feature of the British Labor law 
which 1 would like to commend to our study with a view to 
its adoption. In case of a serious strike in England the law 
provides for the immediate appointment by the government 
voi a board of Inquiry, selected from entirely disinterested 
sources whose duty it is to hold prompt public hearings ai 
which both sides are heard. It then publishes the claims and 
supporting data of both employees and employers. Having 
provided the public with reliable disinterested information 
bearing on all phases of the strike, its duty is done. ‘This 
luw wisely recognizes that it is public sympathy which win 
or loses strikes and it moves to provide data upon which 
public opinion may rely in passing judgment. It is of the 
very essence of democracy. Such a law over here would 
prevent many strikes and hasten the peaceful ending of 
many more. 

Let me now proceed with a summary of severa: planks 
which | would favor in any Republican program: 

‘The total cost of government in the United States is now 
one-fourth of the total income of the whole American people, 
and nearly one-half of this cost is cost for Federal govern- 
ment alone. There are now over 800,000 Federal employees, 
or 2 for every 100 people working for wages and salaries. 
For 5 years past present administration has spent $230 every 
second. The one greatest measure to raise wages and living 
standards in America is to reduce the costs of government. 

The total government debt in America is about 57 billion 
dollars, more than $400 for every living person. The Federal 
debt alone is more than $35 billions. The interest on the 
total government debt now takes about 3 per cent of the 
income of the American people. The present administra- 
tion was elected to office on a platform promise to reduce the 
costs of government. In five years it has created a deficit 
of about 15 billion dollars. 

A subsidy is merely a government’s seizing of the prop- 
erty of one man and giving it to another man. The A.A.A. 
was a subsidy to the farmers for destroying production. It 
prostrated the South and robbed that section of a third of 
its cotton market. It gave a large part of the farmer’s wheat 
and meat markets to foreigners. It put 2,000,000 people on 
relief. It reduced the business of the railroads and prevented 
their recovery. The subsidy was taken from the bread and 
food of the poor of the cities. In the end it injured every- 
body, including the farmers. The subsidy to silver is a 
gift to rich New York mining and smelting companies. 

The policies of the present administration have destroyed 
the currency system of America and in so doing have de- 
stroved the currency systems of the whole world. As a result 
of these policies this country has accumulated half the gold 
in the world in a useless and dangerous mass buried in a 
hole in Kentucky. The present administration’s money policy 
has been inflationary and deflationary, contradictory and vacil- 
lating. With gold pouring into the country and silver cer- 
tificates and government losses inflating currency and credit, 
‘T’reasury policy has been raising prices and increasing the cost 
of living. At the same time it has raised bank reserve require- 
ments, sterilized incoming gold, and frightened investment 
with its security regulations. One of the major causes of the 





present recession is the blundering and uncertain money and 
credit policy of the government. Recovery, which depends 
on a sound currency in the whole world, has been blocked in 
tne whole world. Foreign trade is still stagnant and world 
currencies are demoralized. The United States is on an irre- 
deemable paper currency, with a sterile mass of hoarded 
gold and silver serving no useful purpose. A return to a 
certain and fixed dollar, redeemable in gold, is essential. 
The first steps in this direction should be in the form of 
a stabilization agreement among the leading nations, with 
an eventual return to a definite gold standard as the 
objective. 

The Social Security Act should be radically amended. 
In the campaign of 1936, I said that the Social Security Act 
was a robbery of the American workman. I| said that the 
American worker and the American consumer were being 
taxed heavily to provide a distant return of uncertain value 
and that the law would permit the present administration to 
dissipate the tax returns as fast as they came in. The admin- 
istration violently denied these charges. At the present time 
the American worker and the American consumer are being 
taxed heavily, ostensibly to create a reserve for future pay- 
ments. But the present government is squandering every 
cent of the taxes received, leaving the reserve empty. When 
pensions are due under the plan the American worker will 
be taxed again to pay for his pension. This practice is morally 
equivalent to a theft of funds from the American workers. 

‘The present tax for all old age pensions should be changed 
entirely. In its place there should be a simple agreement 
that the Federal government will match any reasonable old 
age pension granted by the states. The present unemploy- 
ment insurance program is an invasion of state rights by the 
Federal government. It should be repealed. In its place 
there should be a simple provision that the Federal govern- 
ment in order to encourage unemployment insurance will 
pay into any state insurance program an agreed upon per 
cent of the fund raised by the state. 

The Undistributed Profits Tax has proved in practice what 
Republican speakers said it would in 1936. It is a menace 
to the stability and the solvency of American enterprise. It 
is condemned by economists, business men, and tax experts 
alike. In its place there should be substituted a rational 
measure aimed only to prevent corporations from accumulat- 
ing excessive surpluses to avoid taxation. 

The continuance of present government policies leads inev- 
itably to national bankruptcy and economic ruin. Under our 
present tax system 70 per cent of our Federal taxes are 
hidden taxes, falling chiefly on the working man. A reduc- 
tion of government expenditures and a balanced budget will 
make possible a reduction of the tax burden that will be 
reflected in higher wages and greater national production. 
Our present Federal tax burdens are distributed indiscrim- 
inately over incomes, property, consumption and distribu- 
tion. Income taxes are already at rates where investment and 
enterprise are being strangled. As government expenditure 
is reduced, income and inheritance taxes will be increasingly 
able to provide adequate revenues, and customs taxes, and 
special taxes on consumption, such as the gasoline tax, can 
be reduced, thus relieving the consumer and the wage-earner. 
The Republican party knows that the problem of taxation 
can be solved only by reducing waste and public squandering. 

The Republican party should pledge itself to do what 
President Roosevelt said should be done but has failed to do, 
that is to take relief of unemployment out of the hands of 
the Federal government, where it does not belong, and put 
it into the hands of the state and local governments, where 
it does belong. In so doing, it will put an end to a saturnalia 
of waste which has been bleeding the country for years. 
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Because this unsound method of relief has been built into a 
continuing and established evil, it will not be possible to with- 
draw Federal relief at one step. The Federal government 
will be compelled to provide some share of state outlays for 
relief for some time. But, with Federal aid in necessary 
amount, the relief should be administered entirely by the only 
competent agencies, the local governments. 

The public works program of the Federal government 
has been wasteful, discriminatory, sectional, and destructive 
of private enterprise. The Republican party should pledge 
itself to stop such practice. It should promise to create a 
non-partisan, expert, and permanent public works commis- 
sion, empowered to investigate and report on all public 
works. It should pledge itself to establish public works that 
are justified on the basis of the need of the whole country, 
and no other. 

Many of the public works of the present administration 
are already demonstrated failures, such as the Bay of Fundy 
blunder. Still others will prove to be failures. To the extent 
that the existing works can be made to serve irrigation or 
navigation they should be employed for those purposes. Where 
they can be used to produce power without a net loss to 
the government, such power should be sold to properly 


organized private power companies. The entrance into private 
business enterprise by the Federal government is a useless, 
expensive and dangerous abuse of Federal power. 

The Republican party should promote agriculture in every 
legitimate way. It should make an effort to prevent erosion 
of soil and to conserve the agricultural resources of the 
country. It should pursue a policy of extending agricultural 
credit. It should not offer cash bonuses for restriction of 
production. Such subsidies, in whatever form, raise the cost 
of living, reduce our exports, and injure our agricultural 
prosperity. 

I have attempted to discuss with you some forward-looking 
proposals which might become a part of a Republican pro- 
gram. I have deliberately made a speech provocative in 
character because the most essential thing in the develop- 
ment of a sound program is widespread discussion. It has 
been the lack of such thoughtful discussion by the men and 
women who make American public opinion that has given 
us so many half-baked, unsound experiments in government. 
Only on the anvil of the platform and the press; under the 
hammer of diverse but vigorous opinion, can social and 
political truths emerge in serviceable form. 


The American Ideal 


ENCOURAGING PRIVATE ENTERPRISE 


By SENATOR JOSEPH C. O’MAHONEY, of Wyoming 


Under the auspices of the National Radio Forum, arranged by the Washington Evening Star, over the National Broadcast- 
ing Company's nation-wide hook-up, Monday, January 3, 1938 


a system of free individual enterprise in a competitive 

market. Every man was entitled to the rewards he 
could win in a fair field without favor. To protect him in this 
right, the Constitution and the laws were so drafted as to 
shield him, on the one hand, from too much government 
interference and, on the other, from private interference by 
those who would, by unfair device, deprive him of his oppor- 
tunity. 

That is still the American ideal, but we have come to such 
a pass that 9 years after the worst depression in history, 
after the expenditure of billions of dollars borrowed on pub- 
lic credit, we are told by a government agent who was spe- 
cially appointed to find out, that there are in the United 
States between 7 and 11 million persons, anxious and willing 
to work, who are without employment. 

This is a condition which threatens the very survival of the 
American ideal. It calls for something more than epithets. 
It calls for sober thinking, patriotic cooperation and vigorous 
action. More than anything else, it calls for a restoration of 
public confidence in the good will and honest purpose of both 
our political and commercial leaders. 

Because, with Senator Borah of Idaho, I have offered a bill 
asserting Federal authority to define the power and the public 
responsibilities of all corporations engaged in interstate com- 
merce, I must make it perfectly clear at the outset that the 
purpose of this bill is not to increase but to decrease govern- 
ment interference in private business, not to restrict business 
but to set it free. 

I cannot state too emphatically my profound conviction 
that it is the duty of government to protect, foster and 


| NOR more than 150 years, the American ideal has been 





encourage independent private enterprise in every possible 
manner. 

Strange as I know it sounds to many ears, I have no hesi- 
tation whatever in asserting that the American ideal of free, 
independent private enterprise cannot endure without some 
form of a Federal incorporation law. Unless this principle is 
adopted it will be difficult, if not impossible, to avoid some 
sort of a collectivist state. The experience of the whole world 
teaches this lesson and we shall be blind indeed to what is 
going on about us if we fail to heed it. 

The central fact which, in the face of warnings by emi- 
nent and thoughtful leaders, we have ignored for fully 50 
years is that the modern corporation is itself a collectivist 
state—a sort of absolute government which intervenes be- 
tween the people and their historic institution, a government 
which is not responsive to the ideals of democratic control, 
which is not conscious of public responsibility, but which is 
unable of itself to solve the problem to which its very exis- 
tence gives rise. 

Let me mention a single example—The American Tele- 
phone and Telegraph Company—because it is known to every- 
one, is generally believed to be well and honestly managed 
and has not been involved in any of the recent emotional 
controversies. Most people think of this as a private enter- 
prise, but is it? What private person owns it? Its owners 
are its stockholders, numbering in excess of 640,000 persons, 
more than there are inhabitants in several states. If we were 
to add to the number of stockholders, the number of employ- 
ees, we would have an economic state, the population of which 
~ exceeded by that of only four cities in the whole United 

tates. 
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‘The American Telephone and Teiegraph Company bears 
a more vital and intimate reiationship to all of the people of 
the country than any single state government. It is national 
in its scope. It collects its revenue from every community in 
the land. Yet it came into existence, to do business in inter- 
state commerce, the regulation of which was committed to 
the kederal government by the Constitution, without so much 
as say “By your leave” to that government. 

Precisely here is the point which as a people we have per- 
sisted in misunderstanding. Precisely here is the point which 
has been the cause of most of our economic ills. We seem 
unable to get away from the idea that corporations, no mat- 
ter what their size, should be judged by the same standards 
and clothed with the same rights as natural flesh-and-blood 
persons. What natural flesh-and-blood person in his own 


right and in his own name, could span the country with a . 


communication system like that of the American Telephone 
and*Telegraph Company. Again let me say that I cite this 
particular organization without the slightest thought of 
criticism or hostility. | am merely trying to illustrate in the 
clearest way I can the difference between a corporation and 
a person. 

The corporation is a mere creature of government, but 
governments are made by people. The natural person, if 
we are to believe the Declaration of Independence, has certain 
inalienable rights, that is to say, rights that even government 
cannot take away. But corporations, to quote language once 
used by the Supreme Court, “have no rights but only privi- 
leges.”’ In other words, they have only those powers which 
are given to them by government on behalf of the people. 

Every corporation is called into existence by a contract 
between some government and the natural persons who, to 
escape personal liability and to acquire capital from the pub- 
lic, want the privilege of doing business in the corporate form. 
My contention is that the public interest requires that the 
terms of the contract by which every corporation engaging 
in interstate and foreign commerce is called into existence, 
should be laid down by the Federal government. I say this 
because without it we cannot possibly achieve certainty and 
stability in national commerce. I say it because the history of 
the last 50 years proved beyond any possibility of doubt that 
every salutary rule for the preservation of competition, for 
the protection of free, independent private enterprise has been 
and can be evaded so long as the states are permitted to issue 
unlimited charters to interstate corporations. 

I can say without immodesty that this is the most important 
bitl that has been presented to Congress in 50 years—because 
| did not originate it. The idea is not mine nor is it Senator 
Borah’s. It has been advocated by many men who have gone 
before us. As long ago as December 3, 1888, in a message to 
Congress, President Grover Cleveland declared that “corpo- 
rations should be the carefully restrained creatures of the 
law”. 

Later, in 1905, President Theodore Roosevelt, speaking 
to Congress, declared “the fortunes amassed through cor- 
porate organizations are now so large, and vest such power 
in those that wield them, that it makes it a matter of neces- 
sity to give to the sovereign—that is, to the government, 
which represents the people as a whole—some effective power 
of supervision over their corporative use... . Such regula- 
tion and supervision can only be effectively exercised by a 
sovereign whose jurisdiction is co-extensive with the field of 
work of corporations—that is, by the national government. 

Later, President William Howard Taft once sent a Fed- 
eral incorporation bill to Congress with a special message. 
And in 1919, President Woodrow Wilson specifically de- 
clared: 


“We should formulate a law requiring a Federal 


license of all corporations engaged in interstate com- 
merce and embodying in the license, or in the conditions 
under which it is to be issued, specific regulations de- 
signed to secure competitive selling and prevent uncon- 
scionable profits in the methods of marketing.” 


These and similar recommendations have never been fol- 
lowed, not only because some states chiefly concerned in the 
revenue to be derived from issuing irresponsible charters, have 
resisted it, but because individual businessmen have been led 
to believe that their interests are identical with the interests 
of big corporations. Moreover, the belief has been enter- 
tained by the managers of both big and little corporations as 
well as by persons doing business as individuals, that a Federal 
incorporation law would mean more centralization of gov- 
ernment and consequently more bureaucratic interference 
with the free, independent, private enterprise. Both of these 
ideas are in error. 

Let us first discuss the relative positions of the big and 
little corporations. Within the past year, the Twentieth Cen- 
tury Fund, Inc., a foundation created by a group of wealthy 
individuals for the purpose of studying present-day economic 
conditions, published a small book entitled “Big Business, 
Its Growth and Its Place.” 

Among the amazing facts revealed in this book was that 
in 1933 all the corporations in the United States with assets 
of less than $50,000 each, though in number they constituted 
47 per cent or almost half of all profitable corporations, re- 
ceived less than 2% per cent of the total income. 

On the basis of property owned rather than of taxable 
income, the record was even more surprising. There were 
211,586 corporations with assets of less than $50,000 each. 
These constituted 54 per cent of all the corporations. But 
all their assets combined amounted to only 1.4 per cent of all 
corporate assets. 

That was one end of the scale. At the other end, the 594 
largest corporations constituting less than %4 of 1 per cent 
(0.15 per cent to be exact) of the total number owned ap- 
proximately 53 per cent of all the assets. In other words, we 
find the position of the big corporations and the little corpo- 
rations almost exactly reversed. The big fellows constituting 
less than 1 per cent of the number owned more than half of 
the assets and the little fellows, constituting 54 per cent of 
the number owned scarcely 1 per cent of the assets. 

Who is going to contend that this is a healthy situation 
for free, independent, private enterprise? Who is going to 
contend that the interest of the little fellows is identical with 
that of the big fellows? 

It is no answer to say that the ownership of the big corpo- 
rations is distributed among 10 million or 12 million stock- 
holders. Most of them own amounts that are insignificant. 
Almost none of them exercise any influence in the manage- 
ment, and even large owners, in contest with management, 
sometimes find it difficult to have their own way. These fig- 
ures only prove the point I made a little while ago that the 
huge corporations are in fact collectivist economic states. 

For the purposes of this discussion, we may admit that they 
are efficient, we may acknowledge the integrity and good 
faith of their management but when all is said and done they 
are not private enterprises. They are public enterprises with 
which free, independent, private enterprise cannot hope to 
compete. 

Year by year they have grown in magnitude and impor- 
tance. Year by year they have absorbed competition. Year 
by year their influence has expanded from ocean to ocean and 
across the sea. Some of them are not only richer and more 
powerful than many of the states in the Federal Union but 
than many of the nations on the globe. 
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Let no one interpret what I say as an attack on business. 
It is not. It is merely an analysis of a condition which must 
be understood if we are even to make a beginning in the 
solution of our present dilemma. Let me assert here my own 
personal belief that most of the executives of all these corpo- 
rations are men of good-will. In practically every one of 
them you will find the positions of authority filled, for the 
most part, by men who fought their way up from the bottom 
without the aid of money or family. I rejoice in their success. 
I’m proud of their achievements. I will not question their 
honor or their patriotism. But that does not blind me to the 
fact that the corporations they represent dominate the eco- 
nomic life of the people of America. I believe that these 
agencies and the hundreds of thousands of small corporations 
which receive only 2% per cent of all corporate income can be 
made the instrumentalities by which prosperity may be achieved 
for all our people. But this I know, the only way by which 
that may be accomplished is by means of a Federal incorpora- 
tion law. Neither the big corporations nor the little ones can 
thrive while 8 million to 12 million persons are unemployed. 
Every business executive realizes now that increased pros- 
perity depends upon increased consumption, which in turn 
depends upon increased purchasing power among the masses. 
We know now that this purchasing power cannot be built 
up by government deficit-spending. There is only one way 
to do it and that is by stimulating free, independent, private 
enterprise. 

The first step in this direction is the adoption of a national 
law which will allow the Federal government, which has the 
duty of regulating interstate commerce, rather than the state 
government from which that power was withdrawn, to write 
the contracts which define the powers, duties and responsibili- 
ties of interstate corporations. 

But someone says, such a law would increase the power of 
the Federal bureaucracy and increase government meddling 
in private business. It would do nothing of the sort. The 
law I have in mind, like the law recommended by Woodrow 
Wilson, would not clothe any government functionary with 
discretionary power. Within the four corners of the law 
would be set forth clearly just what was required of the 
corporation. Its virtue would lie not in any new authority 
granted to government agents but in closing the avenue— 
the loose state charter—by which public responsibility has 
been evaded in the past. It has been the lack of such a law 
that has caused the expansion of bureaucracy. Because a few 
states have been willing to issue blanket charters by which 
the prohibitions of the Federal anti-trust laws could be 
avoided, Congress has been forced to create the vast estab- 
lishment which now overcrowds the City of Washington. 
Obviously, if corporations did not have the corporate power 
to commit the abuses which have caused the people to com- 
plain, it would not be necessary to appoint an army of super- 
visory and prosecuting agents to keep them in line. 

A national incorporation law may be drafted which can be 
as easily enforced as The National Banking Act. There was 
a time when there were no national banks. All such institu- 
tions were created by the state governments. But when 
national commerce has grown to such a point and the natural 
interest was such that it seemed necessary, the National Bank- 
ing Act was passed. Who will now say that that Act was 















not a proper and normal result of the growth of the 
country ? 

The same situation exists now with respect to commerce 
and industry. i ully 57 per cent of the entire national income 
is produced by corporations. The significance of this fact will 
be better realized when it is remembered that 94 per cent ot 
all agricultural activity is non-corporate in character. The cor- 
poration dominates the field in finance, trade, transportation, 
public utility, manufacturing and mining. The developments 
of science have been such, improving the means of transporta- 
tion and communication, that state lines have practically 
ceased to exist commercially. Corporations created in one 
state do business in the others—indeed, they are created for 
the express purpose of engaging in interstate and foreign 
commerce. Yet the Federal government: has not even at- 
tempted to prescribe the powers and duties of the most impor- 
tant agency of the commerce that was committed to its care. 

If such a law were passed, it would almost automatically 
put an end to the necessity for Federal legislation attempting 
to control the business activity of the natural person. Because, 
hitherto, we have not discriminated between natural persons, 
and corporate persons, we have attempted to regulate the 
latter by laws which also apply tu the former. I would 


‘ elevate the natural person to his proper position of superior- 


ity over the artificial agency created by the state. The refer- 
ence to partnerships in the bill sponsored by Senator Borah 
and myself was intended only to prevent evasion. If for a 
moment I thought it would extend the affect of the bill to 
individuals, I would eliminate it without hesitation. 

There are three principle features of the bill: 

First and most important, the assertion of the Federal 
authority over the form and character of interstate corpo- 
rations. 

Second, the requirements that Federal corporations shall 
not employ child laber, shall not discriminate against women 
and shall recognize the rights of labor to bargain collec- 
tively. 

Third, the direction to the Federal Trade Commission to 
call immediately a national industrial conference in which 
capital and labor and consumer shall be represented to recom- 
mend a stabilization plan to Congress. 

This is scarcely less important than the first. Our nation 
is in as great need today of an economic constitution as it was 
of a political constitution in 1787 and I know of no better 
way to secure one than under the formal supervision of a 
non-political agency like the Trade Commission. 

The alternative to this program is state collectivism in one 
form or another. There are not wanting advocates of the 
totalitarian state who will resist this proposal because they 
want to hasten the coming of an all-powerful authoritarian 
government. They will tell you that private enterprise is a 
failure, that competition will not work, that it necessarily 
gives way to private monopoly under private ownership and 
that in turn will necessarily give way and ought to give way 
to the public monopoly under public ownership. But monop- 
oly, whether private or public, is the negation of freedom and 
freedom is still the American ideal. Private monopoly can 
develop only through the use of the corporation. And if 
America will only limit the exercise of corporate powers, the 
people of this country may remain free without either private 
or public masters. 
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“You are doing a splendid service for speech education in American schools and 
colleges through your publication of representative addresses.” 





A. Craig Baird, Department of Speech, 
State University of Iowa. 
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Federal Wage and Hour Regulation 


By ELINORE M. HERRICK of National Labor Relations Board 
Speech Given Over Station WEVD, January 18, 1938 


N discussing Federal regulation of minimum wages and 
maximum hours tonight, I am not going to review the 
history of the legislation introduced in the last session 

of the Congress. To do so would serve no useful purpose. 
The bill in its original and endlessly amended forms was 
killed largely because both friends and enemies of the prin- 
ciple of minimum wage and maximum hours regulation 
attacked the bill. Friends of the principle wanted changes 
in the specific set-up, enemies of the principle rejoiced in the 
squabble as to method among labor spokesmen and the friends 
of the legislation. When the bill in its original form was 
before Congress no one pointed out the simple fact that some 
i5 states have had and are having satisfactory experience 
in the operation of state minimum wage laws and 8 have 
almost identical legislation. Even New York State con- 
tributed its quota of discussion at this point, although the 
New York State law is almost the exact replica of the 
original bill. But this is enough ancient history. 

Let's get down to bed rock in the discussion tonight. Do 
we need Federal regulation of minimum wages and maximum 
hours? The actual wage earners all over the country will 
tell you that we do. An effort has been made to show that 
the need for this legislation exists in only certain areas of 
the country. Unfortunately, the case for this legislation as 
developed by some of its friends has led the southern states 
to believe and really feel that the proposal of this legislation 
is aimed at southern industry. It is true that deplorable 
conditions of inhumanly low earnings do exist in the south. 
But in looking at the recent devastating picture of southern 
wage conditions presented by Walter T. Davenport in 
Collier's Magazine, I can match Davenport’s southern 
stories, story by story, with case histories in the north—right 
on Fifth Avenue, New York City, in fact. 

When the Industrial Commissioner of New York State, 
and the Director of the State Minimum Wage Administra- 
tion can report, as they did on December 14, 1937, that 
“the working girl who lives alone cannot clothe, feed, house, 
beautify, entertain and educate herself unless she earns at 
least $23.30 a week, yet the average wage scale in an industry 
employing over 25,000 women was only $13.00 and some 
made as little as $6.00,” who can say that minimum wage 
legislation is not needed in the north as well as in the south? 

Mr. Davenport cited pay envelopes for as little as $3.00 
a week in southern textile mills. ‘This winter in Newark, 
N. J.. | handled a strike in which most pay envelopes con- 
tained only $3.25 for nearly 60 hours work and none ex- 
ceeded $5.00. 

Some four years ago the Consumers’ League of New York 
made a study of industrial homework. We found that the 
woman who knit hand-made suits and dresses retailing on 
Fifth Avenue and Madison Avenue for over $100.00 received 
just $10.00 for her labor. Laceworkers in Connecticut were 
in the $3.00-$5.00 a week class. Two years ago the hotel 
and restaurant industry fought to have the New York State 
minimum wage law declared unconstitutional rather than 
pay 18 cents an hours to waitresses. 

Rhode Island’s investigation by the State Labor Depart- 
ment of wages in the jewelry industry showed .16 per cent 
in that industry were getting less than 26 cents an hour, or 


less than $10.40 for a forty-hour week. Rhode Island’s 
jewelry industry competes with New York and New Jersey. 

In the packing industry in New York and other northern 
states approximately one quarter of the workers earn less 
than 20 cents an hour and for a 44-hour week the average 
earnings were only $9.35. 

Strikes in New York, New Jersey and Connecticut which 
are in the Second Region of the National Labor Relations 
Board reveal wages of 19 cents an hour for an eleven hour 
day of $6.67 for a 45-hour week. 

In the great food packing industry in such states as Cali- 
fornia, Wisconsin, New York, New Jersey, Delaware, Mis- 
sissippi, Maryland and a host of others, we find great dis- 
crepancies. California has long had a state minimum wage 
law, so has Wisconsin, and in those states we find wages 
higher than in some states which lack regulation, but they 
are maintained with difficulty, for after all New York com- 
petes in peas and tomatoes with Wisconsin, for example, 
and Delaware has its competing packing industry too. 

Massachusetts’ shoe industry, where women and unions 
are protected by law from too drastic wage exploitation, 
competes today with the low wage shoe centers in other parts 
of the country, such as St. Louis. 

Leaving out all sentimental reasons the economic factors 
compelling Federal regulation are enormously important and 
furnish, indeed, the compelling reason for Federal legislation. 
While it is true that each state might tackle the problem, the 
truth of the matter is that they don’t. Meanwhile the in- 
dustries in the states that do undertake to meet the problem 
suffer from severe competition—not in quality, but in de- 
plorably low wages. 

Establishment of minimum wage standards on a national 
basis by Federal statute is a necessity—not as a substitute for 
state regulation, but as an addition to it. It is not proposed 
by any of the proponents of Federal legislation to take away 
any rights and responsibilities from the states. To them 
would be left the chief field with which states have ever 
found it practical to deal, namely, the local service industries 
and small businesses. Every plan thus far proposed has left 
to the states these local intrastate businesses where never- 
theless millions of low paid workers are employed. But it is 
not entirely due to the lower wages paid in the service indus- 
tries that most of the state wage orders have applied to 
those industries whose operations do not cross state lines. 
In administering state wage laws we have had to realize 
that a neighboring state holds open arms to an employer 
who feels the pressure of higher standards at home. 

The depression years taught us all some good fundamental 
economic truths. The manufacturer must have a market for 
his goods; the wage earners of the country and not the in- 
dustrial leaders supply that market. Low wages limit and 
destroy the market. As William Green, President of the 
American Federation of Labor so aptly pointed out in his 
letter to the chairman of the House Labor Committee last 
December, a recession in business is being felt and as Mr. 
Green says: 

“For labor this recession already has assumed the 
proportions of a serious depression. Unless prompt co- 
operative action is taken by the Congress we are threat- 
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ened with a duplication of the distress of the depression 
years following the collapse of 1929.” 


‘Now, and while there is time to prevent precipitate wage 
slashes that destroy the country’s purchasing power, is the 
time when we must enact legislation to check this downward 
trend. Wage cutting soon gets out of hand as we have 
learned from sad experience. The need for legislation on 
minimum wages throughout the nation was never more vital 
than at this very time. 

The states which pride themselves on their local legis- 
lation should drop an “holier-than-thou” attitude; the states 
which for years have ignored the challenge to put their house 
in order should forget every local and partisan and selfish 
consideration and back this Federal legislation. Those who 
agree on the principle of minimum wage and maximum 
hours legislation, but differ on the mechanics of effectuating 






the common purpose must sink their differences and, agree- 
ing on the necessity for making a start, establishing the prin- 
ciple, cease bickering over details of whatever plan the con- 
gressional committees put forth in the next few weeks—at 
least the workers hope Congress will not delay action. 

Less discussion and dissension and little more action in a 
genuine cooperative effort to improve the sub-standard wages 
of the country wherever they are found—North or South— 
East or West—is what this country really needs today. 
Human misery and need should never be allowed to become 
subject to the delays caused by differences of opinion between 
economists or politicians, and above all, in a representative 
government such as ours the people who labor under these 
disadvantageous conditions must be the first consideration 
of all those who have it in their power to frame and enact 
this most vital legislation. 


Benjamin Franklin and Education 


THE SACREDNESS OF FACTS 
By THOMAS W. LAMONT, Banker 


Delivered at Luncheon on January 17, 1938 in Bicentennial Campaign for Endowment, University of Pennsylvania 
y g y 


ENJAMIN FRANKLIN was one of the most vital, 
original characters that the world has produced. He 
was strong, simple, direct. He rendered great service 

to his community, and to his country, both at home and 
abroad. He was a human, an understanding, a tolerant man. 
His own aims were worthy and he imputed worthy aims to 
others. He was unready to call down condemnation upon 
either groups or individuals. He lived in times of great diff- 
culty and stress. The thirteen colonies, struggling with war 
and fighting for mere existence, had even in those far away 
days self-seekers who tried to confuse the public and to 
weaken the spirit of confederation. But Benjamin Franklin 
pursued the even tenor of his way, always at work, ever mak- 
ing efforts for appeasement, constantly searching for the 
truth ; and cherishing an insatiable curiosity as to the opinions 
of other men. A magnanimous and generous soul, then, who 
through his very qualities of intelligence, industry, and cour- 
age, brought about understanding and composition among 
divergent groups; showing himself to be of a temper and 
calibre to lead other men. This was true in business, in poli- 
tics, and in diplomacy. It is indeed appropriate that you 
should commemorate his birthday. His life is one that could 
well be recalled far and wide throughout this country, even 
now and in the midst of times which, with all their difficul- 
ties, are far less menacing than those which confronted Frank- 
lin and his associates a century and a half ago. 

When in 1749 Franklin, who continued his own educa- 
tion up to the very end of his days, founded the Academy 
and Charitable School of the Province of Pennsylvania he 
gave clear proof of his belief in the processes of education for 
the youth of this country. His life illustrates a truth that 
badly needs emphasis today: education must always be a fruit 
that grows from within. Today we hear too much of new 
ways to make education easy and pleasant. We are apt to 
treat the younger generation as though we thought they 
should be borne to the haven of the higher education on 
flowery beds of ease. Of course education should be alive with 
interest. It should be a thrilling adventure. But the youth 
who starts out on life’s pilgrimage must discover for himself 





the allure of hard work in college and university. If he is in- 
different to his opportunities, it is usually a waste of effort to 
coax and pamper him. As President Hopkins, speaking to a 
class just graduating from Dartmouth, put it: 


No real friend of yours could wish that you should 
never face misfortune, that you should never undergo 
hardship, that you should never be beset by difficulties. 
It is not so that vigor of mind or strength of character 
is developed. . . . God’s rewards are “to him that over- 
cometh.” 


I dwell particularly upon the importance of disciplining 
the mind of the student, because a part of the new endow- 
ment for Pennsylvania which President Gates and his asso- 
ciates are setting out to raise is to be used to provide scholar- 
ships for especially worthy and deserving students. Your 
plan is aimed to attract not the average or unambitious youth, 
hut the young man who has already shown eagerness and 
capacity for study. Such young men should go to form our 
real aristocracy—not an aristocracy of birth or fortune, but 
one of brains, diligence and fortitude, students ready and glad 
to make sacrifices in order to gain the qualities of under- 
standing and capacity. 

In America today we are all agreed that no individual 
must be allowed to go hungry, unclad or without shelter. But 
in our endeavor along this line of necessary social progress, in 
our proper effort to raise the whole living standard, we must 
beware of too much pampering, and of rendering potentially 
useful citizens useless, by allowing them to assume that it is 
government’s function not only to meet pressing temporary 
emergencies, but to look after all their needs. 

In the American world consider a moment the trials which 
our forefathers have had to surmount—the conquering of a 
wilderness, war against a Mother country, fratricidal strife 
between North and South, and a score of other critical 
periods in our history. And our trials are not yet over. Fresh 
dificulties will meet every new generation. But in the light 
of the past, we certainly must not feel that our generation 
has been going through unprecedented misfortune or that 
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we. can indulge in self-pity. Thus, too, the scholarships 
students that you expect to bring here should be of a quality 
to tolerate no undue indulgence, no weakening of their 
stamina. We want young men of intellectual hardihood, 
those capable in the coming generation of impressing their 
capacities and character upon the community, so that like 
the generations that have preceded us we shall not look to 
government to care for us or solve all our difficulties. 

[t is, to be sure, not strange that in the disturbed times 
through which we have been passing with much unemploy- 
ment and wretchedness, people should turn to untried pan- 
aceas. Visionaries rise up before them and point the road to 
salvation. They promise everything, but perform nothing. 
It is a truism to say that what we need from our universities 
are men, trained in mind and in the lessons of experience, 
who will not be content to toss out untried theories, but will 
bring to bear upon our economic and industrial problems 
what we call the scientific method. : 

Further, in the long run the public will approve the effort 
to get the actual facts and then see where they lead. The 
agitator—and he has his innings all over the world including 
America—has little interest in the facts. He has adopted a 
self-conceived thesis which he proceeds to develop on every 
occasion. For him the dramatic has more appeal than the 
truth. He is not interested in the orderly processes of long 
and patient investigation that normally precede the enactment 
of sound law. Was it Mr. Owen Young who not long ago 
said that facts were the least developed of our national re- 
sources? In a recent address on the occasion of his installa- 
tion as Chancellor of the University of Cape Town, General 
J. C. Smuts used these striking words: 


Amid the evils of our public world of today, where 
the tendency is to follow slogans, to run after catch- 
words, to worship ideologies, or to exalt party politics 
unduly, the sovereign remedy is this disinterested loyalty 
to fact, this gospel of the sacredness of facts which is 
the supreme message of science to the world. This is 
a world of fact. It is based on facts and not on opinions, 
propaganda or ideologies, which are but the froth on 
the surface of the deeper movement of facts. 


I was speaking a moment ago of the natural tendency of 
people when beset with misfortune to turn with relief to the 
shouts of the false prophets. Today, for example, when a 
renewed depression is putting to a test our national character, 
it is not surprising that strident voices should be raised, de- 
manding scapegoats to drive forth into the wilderness. It is 
not surprising that business and finance have been subjected 
to violent attack for alleged abuses many of which have never 
existed. Business is especially vulnerable to such attack; for 
even its normal and constructive operations, especially if on 
a great scale, are readily distorted by fevered. imagination 
into something sinister. 

The business community, too, being made up, not of a 
few dominant groups—as is so often ignorantly alleged— 
but of hundreds of thousands of units all over the country, 
is not mobilisable and has, and can have, no one responsible 
spokesman. Who for example can assume to represent the 
views of the millions of investors who own the shares of our 
great corporations or of the millions more of life insurance 
holders and of savings banks depositors? Those are the 
people—rather than a few well-to-do individuals—who fur- 
nish the capital for, and are dependent upon, the prosperity 
of our great businesses. 


This leads me to dwell for a moment on the campaign 


against business men and bankers that has characterized the 
American scene in recent years. The volume of books and 
articles and speeches attacking industrialists and bankers has 


been formidable. It may well be regarded by historians of 
the future as one of the major manifestations of our economic 
maladjustment. Many writers and makers of clever phrases 
have flooded the market place with articles and books that 
have little or no basis in fact and that set forth utterly 
fantastic theses; their geometric statistics to bolster up such 
theses being drawn chiefly from imagination. Such writers 
seem to have little understanding of men and their works; 
they distrust everybody and attribute ignoble motives to al- 
most all save themselves. 

Perhaps I lay too much emphasis on this phase, but to me 
it seems as if such persons readily accepted as proven every 
tendentious accusation that has ever been leveled against 
business, and described as matters of common knowledge 
what are unblushing prevarications. Again, they are given to 
spinning fantastic “spider-webs” of capitalist ownership, con- 
trol, or influence. Such methods are quite contrary to the 
scientific approach which should be brought to bear upon our 
current problems. Anthropologists tell us of the deep urge 
of primitive peoples to personify the elemental forces. Is it 
possible that this method today of confusing individuals and 
economic causes is a survival of this irrational weakness? 
It leads naturally to what some one has aptly called “the 
devil theory of economics.” The forces of the depression are 
impersonal, and, since it is hard to belabor intangibles, resent- 
ful persons are only too willing to substitute individuals. 

The changes in business activity in the world are never 
due to any one cause. And it is a great mistake to over- 
simplify such causes. For example, quite contrary to the 
views apparently held in some quarters, the entire business 
community has, according to my observation, made the most 
strenuous and determined efforts to maintain the improve- 
ment that marked 1936 and early 1937. But the obstacles in 
the path have been too great. In a great country like Amer- 
ica, if enterprise is to continue to advance, fresh capital must 
be made constantly available for it. Now the capital markets, 
the fields of private investment, are almost closed. That does 
not mean that there is a “strike of capital.” There is just 
as little reason in such a phrase today as there would be to 
say that 30,000 employees who had lost their jobs because 
of slack orders had gone on strike. No! Would it not be 
nearer the mark to say not that capital was on strike, but 
that it had been “locked out” by such things as the surplus 
profits tax which has given warning to investors that no 
longer are businesses to be permitted to conserve a fair meas- 
ure of their earnings for bad times; “locked out” by the 
continued unsettlement of the problems of the public utilities, 
the needs of which, for new capital to be expended in material 
and labor for improvements, are crying aloud and cannot 
be answered ? 

And I cannot but believe that a good part of the current 
business recession arises from the bewilderment and loss of 
confidence among our citizens, owing to the general attitude 
of distrust towards business which in the last five years has 
been cultivated in this country. For a century and a half 
American agriculture, industry and commerce have been 
built upon a basis of mutual trust. Credit—one man trusting 
another—has been our life blood. Through its means we 
have builded ten thousand cities; we have set going the hum 
of industry from the north to the south and the wide-parted 
shores of the sea; we have developed all that vast structure 
of scientific invention, mechanical skill and creature comfort 
that have made the American people materially the most 
blessed by far of the nations of the earth. It has been an 
extraordinary story of human valor and of the possibilities 
of free enterprise. 

I am not for a moment claiming perfection or anything 
like it for American businessmen. Like all other men in 
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every field they have been at times guility of serious lapses. 
Yet when all is said and done their energy, their ingenuity, 
their skill, their industry, their trust in one another have 
built up a great and solid structure upon which the economy 
and well being of the American people rest today. Undoubt- 
edly at times they have been lacking in foresight as, for 
example, in matters of labor policy. Or, because of their 
very absorption in building up their own particular indus- 
tries, they have sometimes lost sight of the relation of such 
industries to the all-round, liberal progress of the country. 
Professor Whitehead (one of the world’s leading philos- 
ophers) has said in one of his essays: ““The behavior of the 
community is largely dominated by the business mind. A 
great society is a society in which its men of business think 
greatly of their functions.” Those are pregnant phrases, 
coming from a wise philosopher. And they are true. A great 
responsibility rests upon us businessmen to think greatly of 
our functions, to carry out our ideas in the grand manner, 
with foresight and with restraint; to see to it not only that 
we are the prudent guardians of the capital entrusted to us 
for safe handling and return, but that our enterprises are so 
ordered in their organization and practices as to fit in with 
the changing social requirements of our age. 

In turn there is much validity in the feeling among us 
today that government, in its effort to correct certain obvious 
abuses, has seemed to feel itself responsible not merely for 
regulating the business of country, but for attempting in 
effect to handle the intimate workings of the industrial 
machine. It is this tendency towards super-administration, 
towards the creation of a centralized bureaucracy that makes 
men pause today. 

It is of course absurd to suggest that America is approach- 
ing the autarchy of the fascist and communist states. Yet it 
is not difficult to see why this country instinctively shrinks 
from the tendency towards over-administration shown by 
some of our agencies. The methods of democracy have pre- 
vailed here for one hundred and fifty years. Such methods 
have not always been successful. The road which we have 
trod has had its dangerous declivities as well as its glorious 
heights. Yet even so, every generation has found itself better 
off in living conditions and standards, surrounded with more 
of the factors that make for security and happiness, than the 
generation before it. And even through the dark years of 
depression which have weighed upon the country there has 
been a development of social consciousness that has been an 
important factor in ordering the life of the community. 

And today, except to the extent that our people have been 
unwisely incited to the idea of class distinctions and a class 
war, there is, I believe, a greater mutual. self-reliance and 
solidarity among us than ever before. It is that sense of com- 
mon interdependence and good will that has freest play in 
the workings of democracy. It is that very sense which 
shrinks from bureaucracy, and which instinctively distrusts 
and repels effort from any central governmental authority, 
not at suitable regulation of large affairs which of course is 
necessary, but at any attempt actually to manage our daily 
affairs for us; to tell us that there is in government a wisdom 
so omniscient that it can foresee and handle the varying con- 
ditions of commerce and industry throughout the vast areas 
of our country stretching from the Atlantic to the Pacific. 





Surely the people of this country are by and large com- 
mitted to the ideas of social bettermen on a large scale, of 
improved conditions for labor and of all the advances that 
in this modern day must go to make up a liberal American 
life. And I believe they appreciate the immense difficulties 
of government in times like these. But even so, I think they 
feel that programs of reform can certainly be carried into 
effect without the adoption of methods so swiit and drastic 
as gravely to disturb the actual economy and the normal 
processes of the country growth. 

And I for one believe that moderation will prevail. Since 
my boyhood days I have seen two major business depressions 
in this country and several minor ones. And accompanying 
each one I have invariably witnessed extreme legislation, 
honestly designed to correct real evils but faulty, because our 
lawgivers have too generally assumed that the evils were 
typical rather than sporadic, and thus have attempted to cure 
them by sweepingly restrictive legislation—legislation which, 
in aiming to cure the evils, has by its very inclusiveness 
placed obstacles in the path of progress, crippled the natural 
interplay of economic forces. 

We have seen all these things happen, and yet in the suc- 
ceeding years we have seen the pendulum slowly adjust itself ; 
never, fortunately, swinging back to the old extremes, but 
always finding a tolerable mean. These laws, many of them 
hastily conceived, written overnight, frequently in a punitive 
rather than a constructive spirit, often passed without debate, 
will gradually be amended or modified or changed in admin- 
istration. And at other points man, who is an adaptable 
animal, will adapt his business life to a somewhat changed 
order. 

You and | have a deep faith in the abiding wisdom of the 
American people. We know that, if they find themselves 
being led to intemperance, to extremes of either laissez faire 
or of crippling government restriction—no matter how well 
intended—they will react in time to bring about friendly 
adjustment. Our country is one whose basic conception has 
been one of good will among men—never one of a class or 
group war. Surely this country will come upon evil days if 
we permit our people—especially our youth—to gain an idea 
that there is some subtle cleavage among us, and that some 
of us must carry on a gladiatorial combat in order to gain 
our rights. We must be mindful of the difficult problems of 
both state and business, and do everything within our power 
to have all factors work together in understanding. 

That is the true American creed. And finally, in the solu- 
tion of our day-by-day problems, which we are all striving to 
bring about, we must not forget that America’s material 
achievements, of which I have spoken, are not the chief end 
of man. Material progress is but the product of the imagina- 
tion and spirit which must fill us if we are even in small 
measure to fulfill the destiny which opportunity has held out 
to us. The businessman must realize that, for him and for 
the scientist, imagination is as indispensable as for the poet. 
In turn the artist, the man of letters, must know that for 
them logic is as essential as for the mathematician and banker. 
We must break the chains which shackle the mind, and 
throughout the whole community there must be that spirit 
of give and take, of generous understanding, of tolerance in 
our judgments, lacking which we shall surely fail. 





“More power to you—you are doing one of the greatest possible services for all 


thinking people, and I hope you’ll be compelled to handle 1,000,000 subscribers before 
the end of the year.” 


C. P. Goodson, Manager, 


Better Business Association, Charleston, W. Va. 
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Life, Liberty and Property 
THE NEED FOR A FREE PRESS 
By ELISHA HANSON, General Counsel, American Newspaper Publishers Assn. 


At the annual dinner of the Chamber of Commerce, Albany, New York, Saturday evening, January 15, 1938 


HIS country was founded on the theory that the nat- 

ural rights of man consisted of life, liberty and prop- 

erty. You are all familiar with the fact that prior to 
the settlement of America, the life of the average man was 
subject to the whims of some ruler or dictator; that there 
was no such thing as individual liberty; and that there was 
no opportunity for any except a favored few to own property 
or to acquire property. With the discovery of the new world 
and its settlement by those who had been oppressed in the 
old, there came a new era in the affairs of man, and a few 
decades later there came a new development in the theory 
of government, a development that brought into existence 
the principle that the powers of government were only those 
powers delegated to the government by a people who chose 
the form of that government and selected their officials. 

The conditions of the world today are such, however, that 
thinking men in the United States should pause to consider 
whether the loss of the liberties that have geen sustained by 
the peoples of other countries during recent years are likely 
to be sustained by the people of the United States. Unless the 
people of this country are vigilant in the protection of their 
right to life, liberty and property, it is not fantastic to assume 
that the experiences of the peoples of Germany, of Italy, of 
France, and of Spain will soon become ours. 

Only two days ago I read where a former Chancellor of 
Germany, speaking before one of our great University audi- 
ences, attributed the rise of dictatorship to the lethargy of 
peoples in the defense of rights, formerly regarded as sacred, 
but whose real value was ignored until it was too late to do 
anything about them. 

The American people today seem strangely lethargic about 
some of the principles for which their forefathers fought and 
died. ‘Too many of them are prone to consider the liberties 
as guaranteed in their Constitution not worth fighting for 
today, while many of those who would destroy liberty discuss 
the Constitution as though it were but some ancient scroll 
wrapped in cellophane. 

As we gather here tonight to discuss some of our common 
problems, I want you to travel with me for a moment to some 
of the other countries of the world where a meeting such as 
this could not be held. 

In Germany, for instance, your distinguished Governor, 
outstanding among our Governors, not only would not be 
allowed to be present, but if he sought to attend it would be 
a crime for him to address you or for you to listen to him if 
he dared speak. 

In that same country, if I sought to speak to you I first 
would have to submit my manuscript to an official censor 
for approval. Then I could utter only those words which 
had been approved, with such deletions from my remarks 
and such additions thereto as were ordered by those in author- 
itv. ‘lo make certain that I adhered to instructions, a repre- 
sentative of the government would follow me, word for 
word, with a copy of my manuscript before him. And then, 
to make certain that the people of Germany would get the 
full benefit of the praise of their government which the gov- 
ernment instructed me to speak, the press of that country 
would be ordered to print my remarks, in part or in full, 
under headings approved by the Ministry of Propaganda. 


If 1 departed from my manuscript and uttered a single 
sentence critical of the government, I would be fined or 
imprisoned, or both. 

If a newspaper published such a critical phrase, it would 
be subject to suspension and its editor to fine or imprisonment, 
or both. 

If this meeting were held in Italy, and I came as I have 
done tonight from another city, I would have to obtain a 
permit from the police of my city in order to leave it; I would 
have to register with your police upon arrival; I would have 
to check out when I left your midst; and I would have to 
check in when I arrived home. And if in any manner I 
offended the government, all of us would be thrown in jail, 
| for speaking and you for listening to me speak. 

Now let’s return to the United States where we are still 
free to assemble, where we are still free to speak about mat- 
ters of government, according to our own views and in the 
light of information gathered and disseminated without the 
poisonous influence of direct governmental control. 

Why do we have this privilege: 

When our forefathers, nearly one hundred sixty-two years 
ago, asserted their independence and threw off the foreign 
yoke, they declared that liberty itself was dependent upon 
the freedom of the press and that that could not be limited 
without liberty being lost. So any discussion of liberty in 
America today must include a consideration of the corner- 
stone of liberty, which is the principle that the American 
people shall have a press free from governmental restraint 
in the performance of its function of gathering of dissem- 
inating information. 

It is an historical fact that every advance which has been 
made in liberty for the masses since the art of printing was 
invented has been made by reason of the demands expressed 
through a courageous press, and it is an historical fact that 
since the art of printing was invented, and particularly dur- 
ing recent years, every loss of liberty that has been sustained 
has been preceded by a suppression of the press by those who 
seized arbitrary power. 

Freedom of the press as written into our Federal Consti- 
tution was not written there for the benefit of publishers as 
a class or as a group, but for the benefit of the people as a 
whole, and those who would curtail or restrain this freedom 
jn any way whatsoever may be characterized as enemies of 
liberty. 

Without freedom of the press, there could not be freedom 
of speech, for freedom of speech is the child of freedom of 
the press. Without freedom of the press there could be none 
of our other cherished rights as citizens of the United States. 

The Press is the only agency for the gathering and dissem- 
ination of information that is free from government control, 
exercised either directly or indirectly—I shall illustrate what 
I mean. 

Less than 20 years ago, there came into existence a new 
agency of communication,—the radio. More and more it has 
come into use by those who want to deliver a message into 
vour homes. 

In practically all of the world outside of the United States, 
it is government controlled and operated. Those who listen 
must pay a tax for the privilege of doing so. The programs 
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they get from the stations in their own countries are only 
those programs their government wants them to have. It is 
a crime in many countries to listen to programs received 
from other countries. All of the dictators use the radio to 
spread their propaganda, at home and abroad, spreading it 
at stated hours each day in the languages of the peoples 
they want to influence. 

Revolutions have even been precipitated by the use of 
radio. The news of the assassination of Chancellor Dolfuss 
of Austria was broadcast to his people a full half hour before 
the assassins made way with him. 

In the United States, while the government does not 
operate the radio, it so regulates it and controls its operation 
that any administration in Washington can command the 
use of its facilities at any time and deny that use to its 
opponents. 

Here broadcast stations are licensed by the government. 
An offending station can be put to sleep for all time and 
stations have been suppressed on findings that their pro- 
grams are contrary to public interest. Stations are regulated 
by the Federal Communications Commission, a body of seven 
political appointees. 

In 1933, a member of the Commission warned all stations 
that programs critical of the administration in power would 
be cause for refusal by the Commission to renew licenses. 

While radio was helpless before that threat, the press was 
not. The press took it up, denounced it as an interference 
with liberty, and the one who uttered it is no longer in posi- 
tion to carry it out. 

Only recently a celebrated actress gave offense to the 
Commission in a commercial broadcast program. The chain 
which put out her program, the manufacturer who sponsored 
it, the advertising agency which prepared and arranged for 
it were cited before the Commission. 

But Mae West wasn’t even invited by the Commission 
to come up and see them. She was just banned from the air. 

The movies, here and abroad, are agencies of communica- 
tion, but like the radio are particularly sensitive to govern- 
ment control. 

Since the rise of Hitler to power, Charlie Chaplin films 
cannot be exhibited in Germany. There is too much similar- 
ity between the Hitler and Chaplin mustaches. 

Likewise movies produced or directed by members of the 
race proscribed by Hitler cannot be shown. 

The Spanish Government several years ago banned a 
Marlene Dietrich film. 

A caribbean Government some months ago caused a news- 
reel to delete material offensive to it. 

And a censor in Kansas during the recent Supreme Court 
fight deleted from a newsreel remarks in opposition to the 
President’s program by Senator Wheeler of Montana. 

The press cannot be controlled in any such way. Yet 
efforts have been made to control it, and when they have 
failed, to undermine its influence. 

Only a few years ago a dominant political faction in the 
State of Minnesota, which had been irritated by attacks on 
the activities of its members, jammed through the legislature 
of that state a law which provided that if a publication was 
found guilty of attacking public officials without warrant, it 
could be suppressed by injunction as a public nuisance. The 
Supreme Court of the United States nullified that statute 
and declared that the legislature of Minnesota could not 
abridge the guaranty of a free press through the process 
of characterizing a publication as a business and the business 
as a nuisance. 

Only two or three years later the dominant political fac- 
tion in another state, that of Louisiana, smarting under 
attack by the newspapers of that state, enacted a law requir- 



































ing newspapers to take out a license as a condition precedent 
to doing business in Louisiana, and levying special taxes on 
the income of the offending publications. This statute, as 
was the Minnesota statute, was challenged by the press and, 
as in the case of the Minnesota statute, the Supreme Court 
of the United States held that the law was repugnant to the 
guaranty of the First Amendment. In his memorable opinion, 
concurred in by a unanimous Court, Mr. Justice Sutherland, 
who on Tuesday next retires from that bench after many 
years of distinguished service, stated that to fetter the press 
is to fetter ourselves. 

At the moment, notwithstanding these decisions, we are 
confronted with many attempts in the United States to 
fetter the press. The State of Arizona, for instance, has 
enacted a law on the identical plan of the Louisiana statute 
with but one exception. Whereas the Louisiana statute ap- 
plied to only 13 out of 160 publishers in the State of Louisi- 
ana, the present Arizona statute, which now is being chal- 
lenged in the Courts, requires that all newspapers in the state 
of Arizona shall take out a license and pay special taxes 
as a condition precedent to doing business in that state. 

Now, the power to license is the power to control the 
activities of the licensed person or company just as the power 
to tax is the power to destroy, if, in the wisdom of the legis- 
lature, it is decided to use the taxing power to that end. 

We are today witnessing a great controversy between 
conflicting forces, each seeking control over organized labor. 
And it is significant that each of these forces has sought to 
control channels of information by directing their lieutenants 
not to discuss their business with newspaper men not affiliated 
with them. 


Just as the press should not place itself under obligation 
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to the government, so should it refrain from other alliances 
which by their very nature would restrain it from independ- 
ent treatment of news. 

America is the only nation in the world today whose press 
is free from official restraint. No official of our government 
either has the power or can exercise the power to tell a 
newspaper in this country what to print or what not to print. 

One of the most frequent charges hurled against the press 
in an effort to weaken it is that it receives a subsidy from our 
government in the nature of service rendered at less than 
cost by the Post Office Department in the transportation and 
distribution of newspapers by mail. 

Such is not the fact. 

In 1924 Congress appointed a joint sub-committee of the 
postal committees of the House and Senate to investigate 
postal rates. The evidence taken before that committee dealt 
with every form of service rendered by the Post Office Depart- 
ment to the citizens of the United States. It developed the 
fact in the case of one newspaper in the state of New York 
that it had charged that publication for a 60 mile haul be- 
tween Syracuse and Ithaca 18 times the cost of the service 
to the department. If any of you gentlemen can figure out 
how the government lost money when it had that business, I 
leave it to you to do so. Of course, as soon as that news- 
paper was in a position to make an arrangement with a com- 
peting agency for service at a lower cost, it did so. During 
the last 25 years newspapers have withdrawn from the mails 
to such an extent because of high costs of postal distribution 
and the inferior service rendered as compared with the ser- 
vice offered by competing agencies that today approximately 
95 per cent of the daily newspaper distribution remaining in 
the mails is that distribution which goes on rural routes on 
which there are no competing agencies of transportation and 
distribution and that.volume is being reduced annually. An 
increase in postal rates would merely serve to deprive the 
citizens of this country who live in our remote rural areas 
of the privilege of having their daily newspaper. It would 
not increase the revenue of the department. And the with- 
drawal from the mails today of every newspaper which is 
delivered on the rural routes of this country would not 
decrease the cost of maintaining those routes by the amount 
of one penny. 

The rural routes were established not for the benefit of 
the newspapers, but in order that every American citizen 
might have mail service. 

Should these citizens in our rural areas be deprived of 
their newspapers, then in large measure they would have to 
depend upon the government itself for information concern- 
ing the affairs of government. 

Such a situation might prove destructive to our democratic 
form of government. 

In the dictator ridden countries of Europe, only that 
information is given to the people which the dictators want 
them to have. In each one of these countries where the free- 
dom of the press has been destroyed, one of the most impor- 
tant agencies of the government is a Department of Propa- 
ganda whose business it is to see that the citizens of those 


countries get only that information about public affairs which 
their dictators want them to have, and that any writers or 
publishers who refuse to print what is ordered, or who dare 
to print anything else, are promptly punished. Punishment 
itself ranges from suspension of the publication for a period 
of time to imprisonment of offending writers or publishers 
and, in some countries, even to death itself. 

We want no such conditions in the United States. 

Yet it is an astounding fact that during the last five years, 
in what many believe to be indirect violation of law, our 
government at Washington has created a great propaganda 
machine which daily is grinding out information concerning 
its philosophy and program and distributing that information 
to millions of the citizens of this country at public expense. 
Postmaster General Farley, in his recent annual report, 
stated that if postage had been paid on this so-called “official” 
government mail last year—and it was not—the post office 
department would have received in excess of $34,000,000 in 
additional revenue. What this means to you in costs may be 
indicated if you pause to consider that. if the department 
calculated its cost of handling this matter on the same basis 
that it calculates its cost for handling newspaper mail, the 
actual cost for the distribution of this propaganda would have 
been in excess of $100,000,000 a year. Only this week, a 
member of Congress stated on the floor of the House that 
in the last four years the present administration has spent 
nearly $221,000,000 in propaganda. 

In distributing this propaganda, the government uses every 
available avenue of dissemination,—the daily and weekly 
newspaper press, the foreign language press, the trade press, 
the magazine press, the radio, the movie screen, and even 
the direct-by-mail route into the homes of America. The total 
individual mailing list, according to the Brookings Institution, 
now approximates nearly 3,500,000 names. 

In addition to dishing up this propaganda as it does, the 
government, through many of its agencies, has laid down a 
rule that any subordinates therein who discuss any official 
matter with the press will be promptly fired. Among the 
officials who have issued such orders are Secretary Ickes, 
‘who is fond of attacking the newspapers as well as most 
everybody else, and Secretary of the Treasury Morgenthau. 

As I view it, the American people are entitled to have 
their information not only about affairs of government but 
about all other public matters free from the control, direct 
or indirect, of those concerned. The people have had their 
information free from that control in the past, and to the 
fact that they have had it free from such control may safely 
be attributed the preservation of their liberty as guaranteed 
by their forefathers. As long as you have a press courageous 
to baitle those in authority who attempt to restrain it in the 
exercises of its functions of gathering and disseminating in- 
formation free from any form of restraint or control by gov- 
ernment, state or Federal, just so long will you be free to 
gather as you have done here tonight. 


Just so long, and no longer, will you have liberty in 
America. 





“There are 2,000 teachers of public speaking who should welcome such a maga- 
zine. I am one of these. Good luck to you!” 


Lion Crocker, Denison University, 
Granville, O. 





“VITAL SPEECHES is a most unusual magazine, and one that should fill a real 
need on the part of those who take a constructive interest in what is being thought and 
done by those most capable of expressing themselves with authority.” 


John A. Anderson, Austin, Tex. 





